Solid, long life assets. Proven technical ability. Disciplined financial management. 
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Corporate Information 


Were an energy 
company with extensive 
crude oil and natural gas 
_ producing assets across 


western Canada. 


Our proved plus probable reserves of 370 million barrels of oil 
equivalent (boe) at year end 2004 provide a reserve life index 
of 9.7 years. Our production averaged almost 106,000 boe per 
day in 2004. We operate all our major properties with a high 
working interest, creating value through the dedicated efforts 
of more than 600 field personnel and head office employees. 
For more than a decade, we have generated an average 
annual return on equity of 16 percent. 


That's a powertul combination. 
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> $866 million in capital expenditures i in 204, active case progra 
5.8 million net acres undeveloped land at yeare end 2004 | 


*Based on 2004 year end closing price. 


» Record cash flow in 2004 


Strong share price appreciation over 12 years 


» Quarterly cash dividends of $0.125 per share in 2004, $0.20 per share for 
first quarter 2005 


Underlying metrics — growth in production per share and cash flow per share — support 
ongoing value creation 


Control over cash costs and focus on high netback commodities 


> Value preservation through careful financial risk management 


r 
Al 


Penn West has assembled a large, diversified 
asset base, creating an appropriate risk/reward 
profile. Our size facilitates access to capital, 
enabling us to make substantial capital 
investments to capture emerging opportunities. 
Penn West has consistently created value for 

its shareholders. This includes growth in 


production and increasing cash flow, cash flow 
per share, strong return on equity, share price 
appreciation and cash dividends. 
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e Extensive, diversified, Company operated asset base 

¢ Shallow through medium depth prospects 

¢ Long life light crude oil production 

¢ Conventional heavy oil and cold-pumped in situ oil sands reserves and potential 
¢ Control of processing infrastructure 


¢ 105,800 boe per day average Preducuon| in 2004, with good balance between 
oil and natural gas 


¢ 370 million boe proved plus probable reserves at year end 2004 


¢ Reserve life index of 9.7 years on proved plus probable reserves at year end 2004 


e Demonstrated ability to operate and create value out of broad range of assets 


e Pursue a wide range of exploitation, optimization, development and 
exploration opportunities 


¢ Continuous focus on cost control and commodity value, resulting in high 
average netbacks 


e Successful integration of acquisitions 


e Long term, consistent management team and board of directors 


Assets + technical ability = further opportunity 


Penn West's large, diversified asset base has enabled the Company's technical team to create 
a broad and deep inventory of opportunities: shallow natural gas development wells, deeper 
natural gas exploration, enhanced recovery of light oil pools, conventional heavy oil, cold- 
pumped oil sands and new light oil prospects. Penn West focuses on lower risk opportunities 
for exploitation, optimization and development, plus carefully selected exploration. Control 
of key processing infrastructure leverages the Company's ability to pursue new opportunities, 
limiting capital required to bring on new production. Penn West's 5.8 million net acres of 
undeveloped land support a multi year opportunity base. 
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2004 in Review 


FINANCIAL (§ millions, except per share amounts and % change) 


Years ended December 31 ; 2004 2003) % change 
Gross revenues Urey Aes 1,394:2 ) 
Cash flow* 866.7 812.8 7 
Basic per share 16.10 (eye ik 
Diluted per share 15.82 14.90 6 
Net income 271.8 446.6 (39) 
Basic per share 5.05 8.30 (39) 
Diluted per share 4.96 8.19 (39) 
Capital expenditures, net 865.6 608.1 42 
Bank indebtedness 503.1 442.4 14 
Shareholders’ equity 1,908.9 1,654.3 15 
Total assets 3,867.4 3,309.6 ct; 


Common shares outstanding (millions) 
Weighted average 


Basic 53.8 53.8 rae 
Diluted 54.8 54.5 i 
Year end 
Basic 53.9 53.7 2 - 
Basic plus stock options 57.6 SWS) (1) 
OPERATIONAL 
Years ended December 31 2004 2003 % change 
Production — annual average ; 
Light oil and natural gas liquids (bbls/day) 34,943 35,479 (2) 
Conventional heavy oil (bbls/day) 18,136 10,853 67 
Total liquids (bbls/day) 53,079 46,332 15 
Natural gas (mmcf/day) 316.3 Scies (5) 
Proved plus probable reserves** 
Oil and liquids (mmbbls) 240.5 222.4 8 
Natural gas (bef) 774 813 (5) 
Wells drilled 
Gross 439 750 (41) 
Net 417 TAS (42) 
Undeveloped land (000 acres) | 
Gross 6,058 5,538 9 
Net 5,767 Sy eit! S) 9 
Average working interest (%) 95 96 (1) 


() Certain comparative figures have been restated. See note 11 to the Consolidated Financial 
Statements. 


* Cash flow is a non-generally accepted accounting principles term and represents cash flow from 


operating activities before changes in non-cash working capital, payments for surrendered stock 
options and expenditures on abandonments. 


** Company interest. 


4 2004 Annual Report 


Daily Average Production (000 boe/day 6:1) 
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|_| Oil and NGLs 


Cash Flow ($ millions) 
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Undeveloped Land Holdings (million net acres) 
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Penn West has set production 
records for each of the past 

12 years. Penn West operates 86 
percent of its production and has 
an average working interest of 90 
percent. The majority of the 
production is processed through 
Penn West's own infrastructure. 


Throughout its history, Penn West 
has reinvested its cash flow in 
undeveloped land, exploration and 
development opportunities and, 
more recently, cash dividends. As a 
trust, Penn West will distribute a 
percentage of its cash flow, 
reinvesting the remainder in low 
risk internal development and 


exploitation opportunities. 


Penn West's large undeveloped 
land base of 5.8 million net acres at 


year end 2004 provides a broad 


base of lower risk development 
and exploration opportunities. This 
undeveloped land base is larger 
than usual for an energy trust, but 
offers potential for growth through 


internally generated programs. 
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Daily Average Production (boc 6:1, per thousand shares) 


The Company's technical ability has 


delivered success in the field, while 
disciplined financial management — 
including limited equity issues and 
prudent use of debt — has avoided fe 
dilutive growth. Penn West's | 
production growth has been 
accretive on a per share basis. 
| |_| | fre ii | | 
0.55 0.77 0.84 1.00 099 1.20 1.61 1.78 1.85 1.89 1.97 
94 95 96 97 98 99 OO O1 O02 O03 O04 


building per share value 


Cash Flow per Share (cans) 


Cash flow per share has grown by 
an average of 39 percent per year 
for 12 years. The record 2004 cash 
flow per share indicates our ability 
to maintain a strong balance sheet, = 
in order to take advantage of 
opportunities to create 
shareholder value. 
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Share Price at Year End (cans) 


The markets have recognized the 
positive results generated by Penn 
West's effective business model. 
The Company's business successes 


were complemented by particularly § 


strong crude oil and natural gas 


prices in 2004. 
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Letter to Our Shareholders 


The most important item on Penn West's agenda in 2004 

was the review of strategic alternatives to maximize value 

for the Company's shareholders, which commenced in March. 
On August 20, the Company announced that the Board of 
Directors had recommended Penn West's assets be converted 
into an income trust. The conversion was contingent on 
receiving a satisfactory advance income tax ruling from the 
Canada Revenue Agency. On April 8, 2005 the Company 
received a satisfactory income tax ruling for its plans to 
convert the assets and operations of Penn West through a 
proposed Plan of Arrangement into an energy income trust. 


f 


The Company will be issuing an Information Circular for shareholders to be mailed with this 
Annual Report outlining the Plan of Arrangement (“the Plan”) to effect the conversion. This 
Plan will be subject to approval by a subsequent vote of shareholders. Consequently, this is 
possibly Penn West's last annual report as an exploration and production company. When 
the conversion occurs, Penn West will be one of North America’s largest energy trusts. 


While a potential income trust conversion will change Penn West's corporate structure, it 
will be in keeping with the ongoing objective of the Company's management team and 
Board of Directors to maximize long term value for our shareholders. 


Many of the operating principles that have helped Penn West succeed over the past 

12 years will apply under the trust business model. Penn West has grown through 
acquisitions combined with exploration and development. Pursuing this approach has 
created a diverse and balanced portfolio of assets. The Company's assets can be further 
exploited and optimized through active development. 


Penn West's business model as an exploration and production company has delivered 
steady increases in cash flow per share and daily production per share, as highlighted on the 
graphs on page 6. Cash flow per share has grown by an average of 39 percent per year for 
12 years, while annual cash flow has increased from $9 million in 1993 to $867 million in 2004. 
Penn West has generated a return on equity averaging 16 percent through this period. 


This performance has benefited Penn West's shareholders through steady increases in 

the Company's share price and, since late 2003, cash dividends. To date, our cash flow has 
been used to fund further growth. Following our intended trust conversion, Penn West will 
distribute a percentage of cash flow to unitholders, retaining the balance to reinvest in low 
risk internal development and exploitation opportunities. 
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2004 in Review 


Penn West's high quality assets, proven technical ability, large asset base and robust 
commodity prices enabled the Company to achieve strong operational and financial 
success in 2004. Our combined capital program of $866 million included 417 net wells 
and was balanced between exploration and development of our existing asset base 
and $332 million for property acquisitions. 


Increasing levels of activity in western Canada resulted in higher costs for oilfield related 
services, competition for skilled labour and heightened stakeholder awareness. It is clear 
from planned levels of activity and investment for western Canada in 2005 that these 
pressures will continue, affecting all energy producers. 


In spite of these challenges, Penn West's operations proceeded successfully throughout 
our five core areas. In February 2004 we acquired 10,000 boe in daily production volumes 
plus extensive lands and infrastructure in an area complementing existing Penn West 
operations. With relatively strong commodity prices throughout 2004, Penn West placed 
more emphasis on early cash flow development projects in the Plains and Central areas. 
Our programs included horizontal drilling, infill drilling, waterflood optimization, well 
recompletions and well reactivations. We also prepared to launch a pilot scale carbon 
dioxide injection scheme for tertiary recovery of light crude oil at our Pembina Cardium 
play that has potential to add significant reserves over the long term. This pilot scheme 
is a cooperative effort with both the provincial and federal governments. 


Highlights for 2004 included: 


e Average production of 105,800 boe per day, an increase of four percent from 2003 
and representing daily production of 1.97 boe per thousand common shares 
outstanding, an increase from 1.89 boe per thousand common shares in 2003; 


© Cash flow of $867 million ($16.10 per share), an increase of seven percent from 
2003 and a new Company record; 


© Capital expenditures of $866 million, approximately equal to 2004 cash flow; 


e Year end bank debt of $503 million and a year end bank debt to trailing cash flow 
ratio of 0.6:1; 


e Return on equity of 15.3 percent, in line with our 12 year average performance; and 


® Quarterly dividend payments of $0.125 per common share, totalling $27 million for 
the year. 
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Corporate Governance 


Throughout the strategic review and advance income tax ruling process, Penn West's 
Board of Directors were actively involved to ensure that long term returns for shareholders 
were maximized. The alternatives considered, as detailed in previous disclosures, 

included i) remain an exploration and production company focused on long term 

capital appreciation, ii) profitably sell or merge the Company, or iii) convert the 

Company, in whole or in part, to an energy trust. 


Formal and informal feedback from shareholders continues to favour trust conversion. 
The Board’s recommendation to take this course was based on careful deliberations that 
included advice from legal and financial advisors. 


Obtaining a favourable income tax ruling was recognized as a necessary precondition to 
conversion. For a company of Penn West's size and value, the risks of converting without 
an advance income tax ruling were too great. Particulars of the conversion process are 
included in the Information Circular, sent to all shareholders with this Annual Report. 


Penn West's Asset Base 


As a newly formed management team 12 years ago, our business plan was to create 

a base of longer life assets and reinvest the resulting cash flow into acquiring and 
developing a mix of longer term growth plays and short term, high return opportunities. 
Acquisitions have accounted for 40 percent of capital expenditures over this period. 
These have been successfully integrated with our existing operations. We have focused 
on exploiting and developing upside opportunities at existing pools and identifying 
new grassroots growth opportunities. 


Today Penn West operates 86 percent of its production and has an average working 
interest of 90 percent. We control strategic infrastructure at all key properties, providing 
control of operations and the opportunity to maximize efficiencies and returns. With 
proved plus probable reserves totalling 370 million boe at year end 2004, 100 percent 
of which were independently evaluated, Penn West has a reserve life index (“RL”) 

of 9.7 years. 


We have a balanced mix of assets ranging from mature, long life, low risk fields to a 
significant inventory of raw lands totalling 5.8 million net undeveloped acres at year end 
2004. Our portfolio includes opportunities for low risk development and optimization 
activities such as new or expanded waterfloods, hydrocarbon and carbon dioxide miscible 
floods, infill drilling, uphole natural gas recompletions and other improved reservoir 
management techniques. Some properties offer multi zone exploration and development 
opportunities for both natural gas and oil that can be tied into existing processing 
infrastructure with relatively low capital outlays. 
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Trust Strategy Following Conversion 


With our diverse asset base and 12 year track record of success, it comes as no surprise 
that Penn West will be an actively managed trust with a strong focus on field operations 
and development. The Canadian energy trust group's predominant business model 
emphasizes sustainability and, therefore, includes a strong component of development 
and in some cases lower risk exploration. Under this model, Penn West will be well 
positioned within its peer group of larger Canadian energy trusts. 


Following conversion into an energy trust, we intend to retain sufficient cash flow to fund 
an internal capital program focused on projects including waterfloods and enhanced light 
oil recovery, conventional heavy oil, emerging light oil plays and numerous shallow to 
medium depth natural gas opportunities. Project economics will be strengthened by 
Penn West's control of strategic infrastructure, an important attribute required to control 
costs and maximize efficiencies. 


In addition to our producing asset base, Penn West has two further sources of upside 
potential. First, Penn West's land base, assembled with a view to supporting a 100,000 boe 
per day growth company, is larger than usual for an oil and natural gas energy trust. This 
asset will be actively managed through selective drilling, farmout and joint ventures and 
will provide excellent opportunity for value creation. 


Second, Penn West intends to exploit its experience in making carefully selected, strategic 
acquisitions that add long term value. We have consolidated many producing areas, 
timing key acquisitions to periods of lower commodity prices. We examine potential 
property or corporate acquisitions not merely for their current cash flow, but for their 
potential for enhancements, efficiency improvements, new production and reserves and 
other opportunities over a multi year time frame. Following conversion to an energy trust, 
we intend to continue this focus on acquisition opportunities, which we see as an 
important factor in enhancing total returns to unitholders. . 


Access to Capital 


Access to competitively priced capital is a significant component of an energy trust's long 
term success. Penn West's reserve base of 370 million barrels of oil equivalent, and our 
relatively low debt level, provide the financial capacity to effectively compete for sizeable 
acquisitions. Timely use of our debt capacity has minimized dilution of shareholders’ 
equity in the past. New equity has financed only 12 percent of our capital expenditures 
over 12 years. This was, and will remain, an important tool in creating shareholder value. 


Following our planned trust conversion, many aspects of our current operating philosophy 
will help optimize returns to Penn West's unitholders. These policies will ensure the trust 
has the capability to weather any short term volatility in commodity prices and to stabilize, 
as much as possible, the level of distributions to unitholders through times of weaker 
commodity prices. 
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2005 Economic Environment 


Nearing the end of the first quarter of 2005, commodity prices continue to be strong. 
We are focusing on development activities while emphasizing cost control and operating 
efficiencies. Penn West's asset base, control of infrastructure and efficient operations 
provide a foundation to generate good rates of return with low risk. 


We take this opportunity to extend our sincere thanks to all of Penn West's employees for 
their focus and dedication during this period of transition. We also thank the members of 
Penn West's Board of Directors for their commitment to shareholder value, their sound 
corporate governance and their wise counsel as we navigate Penn West through these 
complex issues. 


On behalf of the Board of Directors, 


Vio eet br ss * 


N. Murray Edwards William E. Andrew 
Chairman President 
April 8, 2005 
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Review of Operations 


Central Northern 

e Backbone of Penn West's e Extensive, natural gas 
light oil production, prone region 
vast resource of original- 


ay e Low operating costs, 
oil-in-place high netbacks 

Light oil, yielding 
high netbacks 


e Extensive land base 


e Multi zone opportunities 
for development and 
grassroots exploration 


Secondary recovery plus 
tertiary recovery (carbon 
dioxide miscible flood) 
opportunities 


i i 
ua 


~ 


FS 


Production by Core Area 


Average for the Year 
(boe 6:1) 


43 Central 
21 Northern 

4 Peace River Arch 
30 Plains 


2 Southern Saskatchewan 


2% 
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Peace River Arch 


e Productive, multi zone 
natural gas and light 
oil pools 

¢ Competitive region 

e Opportunities on discrete 
land areas plus new 


opportunities on existing 
properties 


Reserves by Core Area 


Average at Year End 2004 
(boe 6:1) 


59 Central 
10 Northern 
25 Plains 


4 Peace River Arch 


2 Southern Saskatchewan 


Plains 


¢ Conventional, long life 
heavy oil volumes with 
growth opportunities 


e Extensive shallow gas 
production opportunities, 
including uphole 
recompletions 


e Ongoing opportunities 
for area consolidation 
through acquisitions 


Northern 


Southern Saskatchewan 


e Renewed activity through 
recent acquisitions 


e Focus on light to medium 
gravity crude oil 
opportunities 


e Vertical and horizontal 
infill drilling, waterfloods, 
new development 


Peace River Arch }, 


Central 


Plains 


Southern 


Saskatchewan 


Undeveloped land 
(O00 net acres) 

2004 exit production 
Liquids (bbls/day)* 
Natural gas (mmcf/day) 
Combined (boe/day) 

Reserves** 

Liquids (mmbbls)* 
Natural gas (bcf) 
Combined (mmboe) 


Peace 

Central Northern River Arch 
995 2,116 104 
27,400 200 800 
102 103 21 
44,400 17,400 4,300 
167.9 0.3 7d 15) 
308 214 76 
220 36 15 


* — Liquids include light oil, natural gas liquids and conventional heavy oil. 


** Company interest, proved plus probable. 


Plains 


1,490 


22,700 
78 
35,700 


62.0 
175 
91 


Southern 
Saskatchewan 
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Crude Oil 


Penn West derived approximately 50 percent of its 2004 
production from crude oil and natural gas liquids, of which light 

to medium gravity crude made up about 65 percent, or 35,000 
barrels per day. Penn West is a significant Alberta producer of high 
quality light oil. Much of our light oil production comes from 
extensive, low decline pools with a long reserve life index. These 
reserves that have a 14 year reserve life index are particularly 


suitable for a royalty trust. 


Pembina Cardium 
Central Area 


With an estimated 7.8 billion 
barrels of original-oil-in-place 
(“OOIP”), the Pembina 
Cardium is the largest 
conventional light oil pool 

in Canada. Following a multi 
year program of 
consolidation, Penn West 
operates a significant 
proportion of this oil pool, 
which has been producing 
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since the mid 1950s. To date, 
only a fraction of the OOIP 
has been recovered. Penn 
West is fully engaged in 
tapping the extensive 
potential to increase the 
percentage recovery of the 
pool's OOIP through infill 
drilling, waterflood 
enhancement and other 
optimization. 


In 2004, the Company 
converted 109 older producing 
wells to water injection while 
drilling 135 new producing 
wells as part of a multi year 
program to finish bringing 
the pool to 40 acre spacing. 
This included a new horizontal 
drilling program at the 
Lobstick unit. 


Penn West is also preparing 

a program of tertiary or 
“enhanced” oil recovery 
using carbon dioxide (“CO,”") 
as a miscible agent. The 
Company has gained valuable 


experience operating a small 


CO, miscible flood at Joffre. 
By further improving recovery 
of the OOIP, the Pembina 
Cardium pool has the potential 
to yield significant additional 
reserves over many years. 


The pilot scale CO, miscible 
flood program includes 

a central battery and two 
injection sites, and is a 
cooperative effort with both 
the federal and provincial 
governments. CO, injection 
commenced in Q1 2005. 
Success in the pilot scheme 
could lead to a commercial 
scale program. Penn West is 
currently working on detailed 
project costing, negotiating 
with potential CO, suppliers 
and working with regulators 
and governments to advance 
to a commercial scale project. 


Southern 
Alberta/Saskatchewan 


Plains Area 


Promising results at several 


properties acquired in recent 


years demonstrate Penn 
West's ability to exploit 
acquisitions to create new 
value. Gull Lake, Shaunavon, 
Cantuar, Fosterton, Success, 
Gardenhead and Butte West 
have all added reserves 


and production of medium 
gravity crude oil through 
reactivation and enhancement 
of waterfloods plus new 
development. Some pools 

are amenable to increased 
recovery under improved 
waterflood technology. 


In addition, Penn West has 
assembled a grassroots 
exploration play in the area, 
acquiring a new land block 


totalling 230,000 net acres. 
Following acquisition of trade 
seismic plus new Penn West 
seismic programs, drilling 
commenced mid year, with 12 
wells generating promising 
results. A follow up program 
of development and further 
exploration is now underway. 


Penn West's crude oil producing assets are diversified in location, 
commodity type, maturity and cost/revenue structure. These risk- 


offsetting characteristics create a stable foundation of long life, low 
decline production. Extensive opportunities include grassroots light 
and heavy oil development, secondary and tertiary recovery programs 
and regional consolidation through ongoing acquisitions. 


Snipe Lake 


Swan Hills Redwater 


Pembina 


Gull 
Willesden Lake Flat Red 
Green Lake River 


further enhance the pool's 
recovery. Other North Central 
light oil properties, including 
Shadow, Snipe Lake, Red 
Earth and Otter, have good 
future potential for new 
medium depth exploration 
and development wells. 


North and South 

Central Area 

Oil Plays 

At South Swan Hills, Penn 
West operates a hydrocarbon 
miscible flood in the 
Beaverhill Lake pool. In 2004, 
the Company initiated a new 
miscible flood pattern to 
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Natural Gas 


Penn West has natural gas production throughout its core 

areas of operation. Averaging 316 mmcf per day, natural gas 
made up approximately 50 percent of Penn West's overall 
production in 2004. Penn West drilled 195 natural gas wells in 
2004. Robust North American prices and the generally lower 
operating costs incurred by natural gas operations led to 

strong natural gas netbacks throughout the year. Going forward, 
Penn West has a large inventory of shallow to medium depth 
natural gas opportunities. 


Penn West's natural gas volumes come mainly from exploration and 


Firebird development of internally generated prospects. Producing pools range 


lega 


Vista Creek from high rate, high cash flow generators to lower rate but stable, long 
Springburn _ life wells. The Company's multi-million-acre undeveloped land base will 


Swan Hills 


support years of further drilling of natural gas targets, including 
Wainwright coalbed methane opportunities, to optimize production volumes. 
Minnehik-Buck Lake 


Willesden .. Esther 
Green 


Wildboy Penn West drilled 40 net wells 
in 2004 at this 100 percent 
working interest, winter only 


Northern Area 


Wildboy is a grassroots 

Penn West project that has oc prope: ee ed 
capital program includes 

seen production grow to 30 well 

90 mmcf per day since 1998. Haig 

Activity has expanded from Wildboy is served by a 100 

the medium depth Devonian percent Penn West owned 

Jean Marie formation into the and operated natural gas 

shallow Mississippian-era plant and sales pipeline that 

Debolt formation and the connects to the Trans Canada 

deeper Slave Point formation. system in Alberta. 


306.2 330.3 332.7 331.3 316. 
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Firebird 
Peace River Arch 


Firebird is an established 
Penn West property with 
existing Company owned 
infrastructure that has yielded 
a new growth opportunity 

in the emerging regional 
Notikewin natural gas 
prospect. Thirteen wells 
drilled in 2004 added 8 mmcf 
per day of new natural gas 
production. These low risk, 
shallow Notikewin wells flow 
at stable rates and produce 
for many years, creating a 
suitable production and risk 
profile for a royalty trust. The 
2005 capital program includes 
drilling 17 net wells. 


Plains Shallow Gas 


Penn West is an active 
driller for the widespread 
shallow natural gas pools 

of the eastern Alberta 
prairies. These multi zone 
opportunities include 
traditional high rate pools 
from the Mannville Group 
as well as the lower rate but 
longer life reserves found in 
the tighter Viking formation. 
The Plains Area offers year 
round access and Penn West 
has extensive production 
infrastructure, facilitating 
timely and economical 
tie-ins of new wells. 


Penn West continued to 
pursue both Mannville and 
Viking play types in 2004 

as well as a new program 

of recompleting suspended 
oil wells for untapped uphole 
natural gas zones. Penn West 
drilled 116 natural gas wells in 
the Plains Area in 2004 and 
plans to drill 85 wells in 2005. 


Central Area Gas 


Penn West has, for many 
years, derived significant 
production from the multi 
zone, shallow to medium 
depth, liquids rich, natural 
gas pools of west central 
Alberta. Control of key 
infrastructure facilitates 
efficient operations. 

Penn West drilled 37 net 
natural gas wells in the 
Central area in 2004 and 
plans to drill up to 60 wells 
targeting shallow prospects 
in 2005. 


Coalbed Methane (CBM) 


Methane gas that is trapped 
in Alberta's vast coal 
deposits represents a 
significant emerging natural 
gas prospect in western 
Canada. With a very large 
known resource-in-place, 
Penn West believes there 

is potential for coalbed 
methane development at 
Pembina, South Swan Hills 
and in the Plains Area. 


Seal 


Wainwright 


Esther 


18 


Conventional Heavy Oil 


Penn West derived approximately 17 percent of its total volumes, 
or 18,000 barrels per day, from heavy oil production in 2004. 

The combination of low geological risk, long reserve life, large 
volumes of resource in place and potential for secondary and 
tertiary recovery programs can make heavy oil a suitable play type 
for a royalty trust. Penn West has the combination of large scale, 
technical ability and disciplined management required for 
profitable heavy oil operations. In 2004, Penn West drilled 

40 heavy oil wells. 


Marsden 


Reward 
Coleville 
Hoosier 
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Plains Area 


Penn West has large scale, 
multi zone heavy oil operations 
at properties in southeast 
Alberta and southwest 
Saskatchewan. These have been 
steadily augmented through a 
series of acquisitions, the most 
recent of which was in February 
2004, adding production of 
10,000 boe per day. Penn West 
sees numerous opportunities 
for waterflood expansion, 
reactivation or optimization on 
the acquired properties. 


In 2004, Penn West drilled 

40 heavy oil wells in the Plains 
Area. Two horizontal wells at 
Atlee and three multilaterals 

at Bantry delivered excellent 
results. More drilling is planned 
for 2005, including a 30 well 
Sparky and McLaren program 
initiated in Q1 2005. With an 
extensive prospect inventory, 
Plains Area heavy oil offers multi 
year development potential. 


Seal 
North Central Area 


The 10° API Bluesky Formation 
pools at Seal are a form of 

oil sands, with production 
attracting the one percent 
provincial pre payout royalty 
rate. Seal is tapping one of the 
few in situ bitumen reservoirs 
where oil can be brought to 
surface through cold pumping 
(without adding steam). This 
significantly reduces operating 
and capital costs. Following 
several new pool discoveries in 
2003, Penn West drilled 14 new 
horizontal wells in 2004 from 
multi well pads. Going forward, 
the Company will adjust the 
timing of development of 

this long term play to take 
advantage of opportunities 

for stronger heavy oil prices. 


Operations Statistical Review 


1. CAPITAL EXPENDITURES 


($ millions) 2004 2003 2002 
Net property acquisitions $ 332.3 $ 0.3 $ 230.3 
Land acquisition and retention 18.4 47.4 42.5 
Drilling and completions 305.7 349.6 149.3 
Facilities and well equipping 191.8 191.4 134.2 
Geological and geophysical 16.5 18.1 546 
Other 0.9 tS 1.4 
Capital expenditures $ 865.6 $ 608.1 $ 573.3 


2. UNDEVELOPED LAND BASE 


(000 acres at year end) 2004 2003 2002 
Gross 6,058 5,538 4,402 
Net 5,767 Sis 4,158 
Average working interest (%) 95 96 94 


3. DRILLING RESULTS 


2004 2003 2002 

: é al Gross 7 Net Gross Net Gross Net 

Natural gas wells 209 197 307 LS 209 197 
Oil wells 195 188 SS) 308 112 96 
Dry holes 35 32 106 106 44 42 
Total wells 439 417 750 Us 365 335 
Average working interest (%) 95 95 92 
Success rate (%) 92 85 87 


4. RESERVE ESTIMATES 


a) Reserves by category and product under forecast prices and costs: 
As at December 31, 2004 


Reserve Light and Medium Oil Heavy Oil Natural Gas Natural Gas Liquids 
Estimates Category (mmbbls) (mmbbls) (bcf) (mmbbls) 
Proved 
Developed producing 103 48 542 is 
Developed non-producing 11 2 34 1 
Undeveloped 21 2 61 2 
Total proved 135 o2 637 16 
Probable 25 10 124 2 
Total proved plus probable (7) 160 62 761 18 


(1) Working interest reserves before royalties. 
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Penn West's 2004 reserves were 100 percent evaluated by Gilbert Laustsen Jung Associates Ltd. 
The reserve estimates have been calculated in compliance with the National Instrument 51-101 
Standards of Disclosure (“NI 51-101”). Under NI 51-101, proved reserve estimates are defined as 
having a 90 percent probability that actual reserves recovered over time will equal or exceed 
proved reserve estimates. In calculating probable reserves under NI 51-101, there are equal (50 
percent) probabilities that the actual reserves to be recovered will be less than or greater than the 
proved and probable reserves estimate. 


In accordance with NI 51-101, proved undeveloped reserves have been recognized in cases where 
plans are in place to bring the reserves on production within a short, well-defined time frame. 
Proved undeveloped reserves often involve infill drilling in existing pools. It should be noted that 
no proved or probable reserves have been booked for coalbed methane or for CO, miscible 
flooding in the Pembina area. 


Additional reserve disclosure tables, as required under NI 51-101, are contained in the Company's 
Annual Information Form filed on Sedar. 


b) Reconciliation of Company working interest reserves by principal product type under forecast prices and costs: 


Oil and Liquids Natural Gas Barrels of Oil Equivalent 
ij Proved Plus Proved piel Proved Plus 
Reconciliation Proved Probable Probable Proved Probable Probable Proved Probable Probable 
Items) ——_(mmbbis)_ (mmbbls) (mmbbls) (bch) (bcf) —_—(bcf)_~——s (mmboe) (mmboe) _(mmboe) 
December 31, 2003 190.0 32.4 222.4 697-3 wibliasS 813.3 306.3 51.6 35769 
Extensions fey 0.3 (Df ORS 6.0 ISS 5a 1.3 6.4 
Improved Recovery 4.5 2.0 6.5 20.8 5.8 26.6 8.0 WY 10.9 
Technical and 
Economic Revisions (3.9) (2.9) (6.8) (43.4) (16.1) (59.5) (Gliste)) (5.6) (16.7) 
Discoveries 0.3 0.1 0.4 14.8 2.8 17.6 Dif 0.6 3:3 
Acquisitions ES) J 5.6 34.8 45.8 ed 56.9 36.8 7.4 44.2 
Dispositions (0.5) - (0.5) (4.2) GES) (5.7) ci) (0.4) (je5) 
Production __ ea (19.2) - (IZ tan) ens) (38.2) - (38.2) 
December 31, 2004 202.3 37.4  239.7_ 637.0 123.7 760.7 308.5 57.9 366.4 


(1) Columns may not add due to rounding. 


The above reserve estimates are Company working interest reserves before the deduction of 
Crown royalties. A net reserve reconciliation after royalties will be included in the Company's 
Annual Information Form. Proved plus probable reserves of 366.4 mmboe at the end of 2004 were 
two percent higher than proved plus probable reserves of 357.9 mmboe at the end of 2003. 
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c) Net present values of future net revenue before income taxes under forecast prices and costs ($ millions): 


(Discounted) 7 
Reserve Category 5% 10% 15% 
Proved 
Developed producing See Sali $ 2,603 Sz267, 
Developed non-producing 214 130 93 
Undeveloped es 308 = 186 111 
Total proved $ 3,633 $ 2,919 SG DAs 
Probable 626 407 225 
Total proved plus probable ; oe Sisis26> $ 2,766 


Net present values are net of wellbore abandonment liabilities and are based on the price 


assumptions contained in the following table. Estimated future net revenues do not represent fair 


market value. 


d) Summary of pricing and inflation rate assumptions as of December 31, 2004 under forecast prices and costs: 


Edmonton Hardisty Cromer Natural Gas 
WTI Cushing, Par Price Heavy Medium AECO Gas Edmonton Inflation Exchange 
Oklahoma 40° API 12° API 29° API Price Propane Rates Rate 
Year (US$/bbI) (Cdn$/bbl) (Cdn$/bbl) (Cdn$/bbl) (Cdn$/GJ) (Cdn$/bbl) (%) (CAD/USD) 
Historical 
2001 25-97), 39.40 16.94 31.56 6.21 Bikoo 2.6 0.646 
2002 26.08 40.33 Zora 35.48 4.04 Ei BS) Def 0.637 
2003 31.07 43.66 26.26 S/S 6.66 32.14 2.0 0.721 
2004 41.38 52.96 29.11 7/5) 6.88 35109 2.0 0.769 
Forecast 
2005 42.00 5{0),745) 27.50 A375 6.60 S225 2.0 0.820 
2006 40.00 Aven 28.50 41.50 6.35 30.50 2.0 0.820 
2007 38.00 45.50 28.75 39.50 6.15 29.00 2.0 0.820 
2008 36.00 43.25 PL fas: STS 6.00 PT INS 2.0 0.820 
2009 34.00 40.75 25.50 35.50 6.00 26.00 2.0 0.820 
2010 33.00 39.50 24.75 34.25 6.00 SOAS BAO 0.820 
2011 33.00 S750 24.75 34.25 6.00 25:25 2.0 0.820 
2012 33.00 39.50 2475 34.25 6.00 2525 2.0 0.820 
2013 33.50 40.00 24.75 34.75 6.10 25.50 2.0 0.820 
2014 34.00 40.75 25.50 35.50 6.20 26.00 2.0 0.820 
2015 34.50 Ad:25 2545 36.00 6.30 26.50 2.0 0.820 
Increase thereafter 2% 2% 2% 2% 2% 2% 2.0 0.820 
e) Future development costs under forecast prices and costs ($ millions): 
Proved Future 
Year _ = Development Costs 
2005 170 
2006 107 
2007 23 
2008 15 
2009 and subsequent years a ' , ae. 82 
Undiscounted total a - a ee ee ee ae 
Discounted @ 10% per year = $ 313. 
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Community Responsibility and Involvement 


We consider it important to support the communities where we operate and where our employees 
and their families live. We strive to remain connected with issues and events occurring in 
those communities, and to respond both to public need and the priorities and concerns of 
our employees. 


In 2004, we made contributions to 307 different groups and charitable organizations. Some of these 
programs included internal matching of employees’ contributions. In other cases, we made a 
financial contribution to an organization at which one or more of our employees volunteered. 
Overall contributions were higher than in 2003, in keeping with our growth. 


Among the larger programs supported in 2004 were: the Calgary Health Trust (fourth year of a 
five-year commitment); Medicine Hat College (first year of a five-year commitment); University of 
Alberta (first year of a five-year commitment); Calgary Humane Society (first year of a three-year 
commitment); Drayton Valley and Brazeau Multi-Purpose Fieldhouse (first year of a five-year 
commitment); Mount Royal College (third year of a five-year commitment); Regina YMCA (second 
year of a four-year commitment); Alberta Children’s Hospital Foundation (fourth year of a five-year 
commitment); and ongoing contributions to the United Way and Salvation Army. 


In early 2005, our employees gave generously to various charities to support the Tsunami relief 
efforts in Southeast Asia. These donations, when combined with the Company's and federal 
government's matching programs, provided over $110,000 to the relief effort. 


spit 
See i 


Lt = 
fnenae Sean SS08R=E CO 


Penn West and its management group pledged $500,000 to the new Alberta 
Children’s Hospital. The new hospital represents an unprecedented opportunity for our 
community to join together in support of excellence in pediatric health care. 
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Environment, Health and Safety 


We are committed to minimizing the environmental impacts from oil and natural gas operations, 
and to involving stakeholders throughout the exploration, development, production and 
abandonment processes. Our environmental programs encompass resource conservation, stakeholder 
communication, carbon dioxide (“CO”) sequestration and site abandonment/ reclamation. 


Our continuing policy is to meet or exceed all provincial and federal laws, regulations and 
standards pertaining to the environment. Our Environmental Policy and Environmental 
Management Plan (“EMP”) covers air, water, soil and waste issues associated with industry 
operations. Environmental Operation Guidelines are used to train our employees in the EMP’s 
implementation and practical effects. In 2004, for the fourth consecutive year, we maintained 
Platinum Member Status with the Canadian Association of Petroleum Producers’ Environment, 
Health and Safety Stewardship program. 


In 2004, we continued to implement our long term liability management programs, such as well 
abandonment, facility abandonment and reclamation. Under this program we evaluate inactive 
wellbores to determine whether they could be economically reactivated or whether they should be 
abandoned and reclaimed. This is an extensive program that in 2004 resulted in the reactivation of 
246 wells for production, abandonment of 83 uneconomic wells and the receipt of 35 reclamation 
certificates from the provincial regulator, indicating that the sites in question had been satisfactorily 
abandoned and reclaimed. Our liability management programs also include auditing of field 
facilities such as oil batteries, compressor stations and gas processing plants. 


As a Company that periodically acquires producing assets, we are conscious of the need to perform 


due diligence related to environmental performance and compliance on any prospective acquisition. 
This includes internal reporting concerning any remediation or capital improvements required. 
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For the fourth consecutive year, we maintained Gold Level Status 


is Gold in the Voluntary Challenge and Registry, a cooperative effort by 


industry, government and environmental organizations to identify 

eee dred issions of “greenhouse” h as CO>. W 

Vermiv¥ inn | Level Reporter “2nd. reduce emissiansict “glecanouss iqases = sent 
continued our program to plan and test the infrastructure 
required to inject and permanently “sequester” CO, in hydrocarbon reservoirs. Our CO, miscible 
flood at Joffre injected a net 43,214 tonnes of CO, during 2004 and continued to provide valuable 


insights into transferring this technology to the much larger Pembina Cardium light oil pool. 


During 2004, planning continued on our pilot scale CO, injection program at Pembina, with injection 
commencing in March 2005. If successful, this could lead to a much larger enhanced oil 
recovery program with potential to sequester very significant volumes of CO,. In 2004, 
we continued to participate in studies to develop a cost effective system to source large volumes of 
CO, currently emitted within Alberta and transport them by pipeline for injection into producing oil 
fields in central Alberta. 


Safety 


We are committed to building a proactive safety culture throughout the Company. The Company's 
health and safety management system provides a managed approach to attain our safety goals and 
initiatives. The ultimate objective is to ensure a safe and productive workplace for our staff, 
contractors and the public. 


In 2004, our Health and Safety action plan focused on demonstrating our management commitment 
and visibility, developing the safety skills of our managers and employees, and implementing our 
Safety Culture and Safety Management system. In this period, over 500 employees completed our 
SMART system training and successfully completed the Safety Essentials for Supervisors and 
Managers (“SEFSAM”) program. In the last quarter of 2004, an evaluation of our health and safety 
management system was conducted by an independent auditor. This evaluation resulted in the 
Company receiving a “Certificate of Recognition” from Alberta Human Resources and Employment. 


In 2005 and beyond, we will continue to promote a safe work environment for our employees, 
contractors and the public. 


Recent Developments 


Subsequent to March 22nd, 2005, the date of the following Management's Discussion and Analysis 
(“MD&A"), Penn West received a satisfactory advance income tax ruling from the Canada Revenue 
Agency regarding the tax consequences of its plan to convert the assets and operations of Penn 
West through a Plan of Arrangement into an energy income trust. As a result, the Company is 
reviewing its forecasts for 2005, and it is possible that updated forecasts may differ from the forecast 
outlined in the MD&A. 
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Managements Discussion and Analysis 


For the year ended December 31, 2004 


Management's Discussion and Analysis (“MD&A”) should be read in conjunction with the audited 
consolidated financial statements and accompanying notes, prepared in accordance with 
Canadian generally accepted accounting principles (“GAAP”). All dollar amounts are in thousands 
of Canadian dollars unless otherwise indicated. The calculations of barrels of oil equivalent (boe) 
are based on a conversion ratio of six thousand cubic feet of natural gas to one barrel of crude oil, 
however this could be misleading if used in isolation. A boe conversion ratio of 6 mcf:1 bbl is 
based on an energy equivalency conversion method primarily applicable at the burner tip and 
does not represent a value equivalency at the wellhead. Unless otherwise indicated, all production 
volumes quoted are the Company's working interest share before royalties. This MD&A is dated 
March 22, 2005. 


References to cash flow; cash flow per share — basic; cash flow per share — diluted and netbacks 
included in the MD&A are considered non-GAAP measures and may not be comparable to similar 
measures provided by other issuers. Cash flow represents cash flow from operating activities 
before changes in non-cash working capital, cash option payments and expenditures on 
abandonments. Management utilizes cash flow as a key measure to assess financial performance 
and the ability of the Company to finance future capital expenditures. 


Certain 2003 and 2002 comparative financial information has been restated for a change in 
accounting policy and accounting reclassifications. For details of the change in accounting policy, 
please refer to Critical Accounting Estimates, Asset Retirement Obligations later in this MD&A. 
Certain comparative financial information was reclassified to conform with 2004 financial statement 
presentation. Certain transportation costs, previously reported as an offset to revenues, are now a 
separate expense item, and future income tax assets related to the current portion of stock-based 
compensation are now presented as a current future income tax asset rather than a component of 
the long term future income tax liability. 


This MD&A contains forward-looking statements (forecasts) under applicable securities laws. 
Forward-looking statements are necessarily based upon assumptions and judgments with respect 
to the future including, but not limited to, the outlook for commodity prices and capital markets, 
the performance of producing wells and reservoirs, and the regulatory and legal environment. 
Many of these factors can be difficult to predict. As a result, the forward-looking statements are 
subject to known or unknown risks and uncertainties that could cause the actual results to differ 
materially from those anticipated or implied in the forward-looking statements. 
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Business Environment 


Increased demand for commodities from growing economies such as China, and political 
instability in parts of the world, resulted in strong energy prices in 2004. The price of West Texas 
Intermediate (“WTI”), a benchmark for light crude oil, averaged US$41.47 per barrel in 2004 up 
34 percent compared to 2003. 


Increased heavy oil differentials in 2004 were due to the fact that a significant portion of 2004 
incremental supply, especially from the Organization of Petroleum Exporting Countries (“OPEC”), 
was heavy oil and there was a shortage of upgrading capacity. The average 2004 heavy/light crude 
oil differential was $15.32 per barrel, an increase of 41 percent from $10.84 per barrel in 2003. 


AECO natural gas prices were stable in 2004 averaging $6.59 per mcf compared to $6.67 per mcf 
in 2003. Concerns about overall North American inventory levels and the tight balance between 
supply and demand factors were the main contributors to this price level. 


The benefit of the strength in commodity prices was partially offset by the strength of the Canadian 
dollar relative to the U.S. dollar and wider heavy oil differentials. Oil marketing contracts are based 
on WTI prices, therefore, the strengthening Canadian dollar reduces netbacks realized in Canadian 
dollars. The average exchange rate increased by eight percent to $0.769 CAD/USD in 2004 
compared to $0.715 CAD/USD in 2003. The Canadian dollar’s strength was the result of numerous 
factors, including differences between Canadian and U.S. interest rates and relatively large U.S. 
current account deficits. Strong commodity prices also impacted operating costs due to increases 
in energy, steel and other costs. 


Penn West has a proven management team, dedicated employees and an established business 
plan. In terms of production, cash flow, reserves and market capitalization, the Company has 
progressed from a very small producer in 1992 to the top ranks of independent oil and natural gas 
producers in western Canada. We have a disciplined approach to business that stresses cost 
control and product balance. Using this discipline, we have shown the ability not only to explore 
for and develop reserves of crude oil and natural gas, but also to acquire and optimize producing 
fields of crude oil and natural gas. We have a diverse asset base in the Western Canada 
Sedimentary Basin divided into five core areas ranging from southern Saskatchewan to regions 
bordering the Northwest Territories. Our vision is to create shareholder value by: 


e Maintaining a strong balance sheet; 
e Developing a portfolio of profitable exploration, development and research projects; and 


e Effectively managing our diversified production base of light, medium and heavy crude oil 
and natural gas. 
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Using our established business plan, we achieved record annual production and cash flow in 2004, 
as illustrated in the table below. 


5. SHAREHOLDER VALUE MEASURES 


Years ended December 31 


¢ ; 2004 2003 2002 
Daily production per thousand shares (boe) 2.0 Wey kg 
Cash flow per share ($) 16.10 15.11 8.70 
Ratio of year end bank debt to annual cash flow _ : 0.6 0.5 be ees ais 


One component of our business plan is to maintain a strong balance sheet and thus provide the 
Company with the flexibility to take advantage of opportunities to create shareholder value. On 
February 18, 2004, the Company closed the acquisition of certain properties with production of 
10,000 boe per day of conventional heavy oil and natural gas. These properties were an excellent 
fit with our existing southwest Saskatchewan core area properties and we are optimistic they will 
provide strong returns for our shareholders. 


The factors that contribute to our success include an extensive land base of undeveloped land (5.8 
million net acres at December 31, 2004), highly trained and motivated in house professional and 
technical staff, and a strong balance sheet that provides the flexibility to pursue a strategy of either 
organic growth or growth through cost effective acquisitions. The application of financial discipline 
has also been a key factor in achieving strong returns on investment. 


The Company's three year financial returns are summarized in the table below: 


6. PERFORMANCE INDICATORS 


Years ended December 31 


; = : ; 2004 2003 2002 
Return on capital employed (%) 8.4 15:9 6.6 
Return on equity (%) = See? ew Se 15.3 30.1 13.5 


Review of Strategic Alternatives 

The key item on Penn West's agenda in 2004 was the review of strategic alternatives to maximize 
value for the Company's shareholders. On August 20, 2004, the Company announced that 
the Board of Directors had recommended Penn West's assets be converted into an income trust. 
The conversion was contingent on receiving a satisfactory advance tax ruling from the Canada 


Revenue Agency. 


At this date, the ruling remains pending. Upon receipt of a satisfactory ruling, Penn West intends 
to submit a Plan of Arrangement to shareholders for approval to effect the conversion. While this 
process has been lengthier than first hoped, feedback from shareholders suggests that a trust 


conversion remains their preference. 
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7. OIL AND NATURAL GAS REVENUES 


Years ended December 31 


($000s) M, = = x = 2004 2003 2002 
Light oil and natural gas liquids $ 537,681 $ 497,287 $ 429,695 
Conventional heavy oil ; 210,617 113,707 97,276 
Total liquids 748,298 610,994 526,971 
Natural gas ae : 772,964 783,188 481,426 
Total i ; $1,521,262 $ 1,394,182 $ 1,008,397 


8. 2004 INCREASES (DECREASES) IN GROSS REVENUES 


($000s) : = : = is > ul 

Gross revenues — 2003 $ 1,394,182 
Decrease in light oil and liquids production (6,168) 
Increase in light oil and liquids price 46,574 
Increase in conventional heavy oil production é 76,814 
Increase in conventional heavy oil price 20,083 
Decrease in natural gas production (33,458) 
Increase in natural gas price - 23,235 
Gross revenues — 2004 ; . ; $ 1,521,262 


Oil Revenues and Marketing 


The Company's overall quality of crude oil remained high, averaging 28.5 degrees API in 2004. 
Light and medium oil and NGLs made up 33 percent of the Company’s total production, with an 
average quality of 37 degrees API. Heavy oil, at 15 degrees API, accounted for 17 percent of the 
Company’s production. The Company's light and heavy oil netbacks remained strong throughout 
2004 despite wider differentials between WTI! and Canadian heavy oil postings. Most of the 
Company's production is sold at the field level to various refiners and marketing companies. 


Revenues from light oil and liquids increased eight percent to $538 million for the year ended 
December 31, 2004 from $497 million in 2003. This increase was attributable to higher average 
prices in 2004. The Company's average light oil and liquids price increased nine percent to 
$42.04 per barrel for the year ended December 31, 2004 from $38.40 per barrel in 2003, and the 
average daily production of light oil and liquids decreased two percent to 34,943 barrels per day 
in 2004 from 35,479 barrels per day in 2003. 


Light oil and liquids revenues in the fourth quarter (“Q4") of 2004 were $154 million, an increase of 
27 percent over Q4 2003 revenues of $121 million. This increase was due to significantly higher 
average prices in the 2004 quarter. The Company's average light oil and liquids price for Q4 2004 
was $48.57 per barrel, an increase of 31 percent over the Q4 2003 average 
price of $36.94 per barrel. Production of 34,524 barrels per day of light oil and liquids was down 
three percent compared to production of 35,633 in O4 of 2003. 
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For the year ended December 31, 2004, the Company received an average price of $48.09 per 
barrel for its light oil and NGL production before hedging (2003 — $39.84). Hedges reduced the 
netback price by $6.05 per barrel in 2004 compared to $1.44 per barrel in 2003. On average, the 
Company hedged approximately 40 percent of its liquid production in 2004. At December 31, 
2004, and at the date of this MD&A, no crude oil volumes were hedged. 


Hedging reduced the light oil and liquids price by $4.10 per barrel in Q4 2004 compared to a 
reduction of $0.12 per barrel in the same period in 2003. The price before hedging in O4 2004 was 
$52.67 per barrel (2003 — $37.06). 


Revenues from conventional heavy oil for the year ended December 31, 2004 increased 85 percent 
to $211 million from $114 million in the same period of 2003. This increase was attributable to the 
2004 acquisition of conventional heavy oil properties and higher average prices. The Company's 
average conventional heavy oil price increased 11 percent to $31.73 per barrel in 2004 from $28.70 
in 2003, and the average production of conventional heavy oil increased 67 percent to 18,136 
barrels per day in 2004 from 10,853 barrels per day in 2003. 


In the fourth quarter of 2004, conventional heavy oil revenues increased 112 percent to $53 million 
compared to $25 million in Q4 2003. This increase was also due to higher average prices in the 
quarter and increased production as a result of the acquisition of heavy oil properties. 
Conventional heavy oil prices were $29.89 per barrel in OQ4 2004, an increase of 25 percent over O4 
2003 prices of $23.96 per barrel. Production in Q4 was up 68 percent to 19,257 barrels per day in 
2004 compared to 11,446 barrels per day in 2003. 


Natural Gas Revenues and Marketing 


The Company maintains a significant weighting to the Alberta natural gas market, as this market 
offers a premium netback relative to other indices. As at December 31, 2004, the Company 
marketed approximately 86 percent of its natural gas sales directly, with the remaining 14 percent 
marketed by aggregator pools. 


For the year ended December 31, 2004, Penn West received an average natural gas sales price of 
$6.68 per mcf, an increase of three percent from $6.48 per mcf in 2003. Revenues from natural gas 
decreased one percent in the year ended December 31, 2004 to $773 million from $783 million in 
2003. Although pricing was higher in 2004 than in 2003, natural gas production of 316 mmcf per 
day in 2004 was five percent less than production of 331 mmcf per day in 2003, resulting in an 
overall reduction of natural gas revenue. The decrease in natural gas production in 2004 was 


attributable to natural reservoir declines. 


Natural gas revenues in the fourth quarter of 2004 increased 18 percent to $193 million from $164 
million in the same period in 2003. This was the result of higher natural gas prices in Q4 2004 
partially offset by lower production volumes. O4 2004 natural gas prices of $6.83 per mcf were 20 
percent higher than Q4 2003 prices of $5.68 per mcf, and natural gas production of 307 mmcf per 
day in Q4 2004 was two percent lower than the 314 mmcf per day in O4 2003. 
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The Company makes use of short term financial instruments at various times in the commodity price 
cycle to manage downside risk. On average, the Company hedged approximately 20 percent of its 
natural gas production in 2004. For the year ended December 31, 2004, natural gas hedging did not 
impact the sales price received compared to a $0.06 per mcf hedging loss in 2003. 
At December 31, 2004, the Company had an AECO costless collar in place hedging 75,000 GJ per 
day, representing approximately one-quarter of natural gas production for the period January 2005, 
to March 2005, with a floor price of $7.30 per GJ and a ceiling price of $13.10 per GJ. 


9. ROYALTY EXPENSES 


Years ended December 31 


5 i SY 5 ne ec 2 2004 2003 2002 
Royalties, net of Alberta Royalty Credit (000s) $ 296,054 $ 265,132 $ 188,898 
Average rate ($/boe) ek $ 7.65 $ TAS $ 520) 
Percentage of gross revenues 20% 19% 19% 


The average royalty rate incurred was 20 percent for the year ended December 31, 2004 compared 
to 19 percent for the same period in 2003. The royalty rate comprises an oil and liquids royalty rate 
of 18 percent compared to 16 percent in 2003 and a natural gas royalty rate of 21 percent in both 
2004 and 2003. The increase in the oil and liquids royalty rate is mainly attributable to larger 
hedging losses in 2004. The year-to-year royalty rates also vary with commodity prices and the 
proportion of oil production relative to natural gas production. 


For the fourth quarter of 2004, the average royalty rate incurred was 20 percent compared to 
18 percent in Q4 2003. The oil and liquids royalty component increased to 18 percent in O4 2004 
compared to 14 percent in O4 2003 as a result of increased hedging losses in Q4 2004 and higher 
prices. The natural gas royalty rate was 22 percent in Q4 2004 compared to 21 percent in 
O4 2003. 


10. OPERATING EXPENSES 


Years ended December 31 


: = ” 2004 2003 2002 
Operating expenses ($000s) $ 300,278 $245,572 $. 210.932 
Average cost ($/boe) — $ 7.75 $ 6.63 $ 5.81 
Percentage of gross revenues 20% 18% 21% 


For the year ended December 31, 2004, operating costs averaged $7.75 per boe, a 17 percent 
increase from the average cost of $6.63 per boe achieved in 2003. Operating costs are generally 
higher for oil properties, and in 2004 liquids production increased to 50 percent of total production 
compared to 46 percent in 2003. A significant portion of the Company's liquid production is light 
oil that commands a premium price, therefore, with increased light oil prices the Company is well 
positioned to absorb operating cost increases and still maintain high operating netbacks. 
Operating costs were impacted by increases in the costs of steel and energy, and the elevation of 
general oilfield service costs due to increased industry demand. 
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Light oil and liquids operating costs increased 10 percent to $12.80 per barrel in the year ended 
December 31, 2004 from $11.68 per barrel in the same period of 2003. Operating costs for 
conventional heavy oil increased 14 percent to $8.49 per barrel during 2004 from $7.48 per barrel 
in 2003. Operating costs for natural gas in 2004 were $0.69 per mcf, an increase of 30 percent from 
$0.53 per mcf in 2003. 


Q4 2004 operating costs were $7.94 per boe, eight percent higher than O4 2003 operating costs 
of $7.35 per boe. This increase was the result of the higher liquids production as a percentage of 
total production, higher steel and energy costs and increased industry demand for oilfield services. 


Light oil and liquids operating costs in Q4 2004 increased six percent to $13.14 per barrel from 
$12.35 per barrel in Q4 2003 and natural gas operating costs increased 11 percent to $0.71 per mcf 
in Q4 2004 from $0.64 per mcf in O4 2003. 


11. NETBACKS 


Years ended December 31 


2004 2003 * _ 2002 
Light oil and natural gas liquids 
Production (bbls/day) aetna m 34,943 35,479 33,822 
Price ($/bbl) $ 48.09 $ 39.84 $ 36.26 
Hedging loss ($/bbI) (6.05) (1.44) (1.45) 
Royalties ($/bbl) (7.86) (6.39) (6.17) 
Operating expenses ($/bbl) / (12.80) (11.68) 0:27) 
Netback ($/bb!) $ 21.38 $ 20.33 $ 18.35 
Conventional heavy oil 
Production (bbls/day) mae Ne y 18,136 UO Coo te = Oil 
Price ($/bb!) $7 S173 Sane 6470 SO e2610 
Royalties ($/bbl) (4.62) (3.84) (3.31) 
tae Operating expenses (S/bb) tie N sul) sxee OY ISN ce meth BIO AD) eet yee 8 (748) os Ne one (80) 
Netback ($/bbl) $ 18.62 $ 7s $ 15.49 
Natural gas 
Production (mmcf/day) Sch? BTRSS 16.8 PRS og ABS 1.S) CP nee) v.332,7 
Price (/me) $ 6.68 $ 6.54 $ 4.06 
Hedging loss ($/mef) - (0.06) (0.09) 
Royalties ($/mcf) (1.43) (1.38) (0.83) 
Operating expenses ($/mcf) (0.69) (0.53) (0.46) 
Netback ($/mcf) $ 4.56 $ 4.57 $ 2.68 


For the year ended December 31, 2004, the Company received an average light oil and liquids 
netback of $21.38 per barrel, an average conventional heavy oil netback of $18.62 per barrel, and 
a natural gas netback of $4.56 per mcf. The light oil and liquids netback was up five percent from 
$20.33 per barrel for the year ended December 31, 2003 due to higher average commodity prices, 
partially offset by higher royalties, hedging losses and operating expenses experienced in the year. 
The heavy oil netback was up seven percent from $17.38 per barrel in 2003 mainly due to higher 
prices, partially offset by the wider light/heavy oil price differential and higher royalties and 
operating costs. The netback for natural gas was relatively unchanged as the impact of higher 
royalties and operating costs were offset by higher prices in 2004. 
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In Q4 2004, the Company achieved an overall netback of $25.18 per boe comprised of an average 
light oil and liquids netback of $25.96 per barrel, an average conventional heavy oil netback of 
$17.15 per barrel, and an average natural gas netback of $4.61 per mcf. All products contributed 
to the 23 percent overall increase from $20.50 per boe in 2003. The OQ4 2004 light oil and 
liquids netback increased 35 percent from $19.17 per barrel in Q4 2003, the netback for 
conventional heavy oil increased 33 percent from $12.85 per barrel in Q4 2003, and the natural gas 
netback increased 20 percent from $3.85 per mcf in O4 2003. The increased netbacks in the quarter 
were the direct result of higher commodity prices partially offset by increased royalties and 
operating expenses. 


12. GENERAL AND ADMINISTRATIVE EXPENSES 


Years ended December 31 


Ph = on oe 200 2003 2002 
Gross expenses ($000s) $ 41,272 S 2 33,967, $ ~ 26,182 
Operator recoveries ($0003) =~ on (25,183) (21,463) (15,859) 
Net expenses ($000s) $16,089 $7" 912,504 $- 40/328 
Gross general and administrative expenses — 

average cost ($/boe) $ 1.07 $ 0.92 $ OZ 
Percentage of gross revenues 3% 2% 3% 
Net general and administrative expenses — 

average cost ($/boe) $ 0.42 $ 0.34 $ 0.28 
Percentage of gross revenues __ PAG 1% 1% 


Gross general and administrative expenses increased due to growth in staff levels required to 
manage the Company's larger asset base. Expressed on a unit of production basis, gross general 
and administrative costs increased 16 percent to $1.07 per boe for the year ended December 31, 
2004 from $0.92 per boe in 2003. Net general and administrative expenses on a per unit basis 
increased 24 percent to $0.42 per boe in 2004 from $0.34 per boe in 2003. 


O4 2004 net general and administrative expenses were up 34 percent on a per unit basis to $0.55 
per boe from $0.41 per boe in O4 2003. 


13. STOCK-BASED COMPENSATION PROVISION 


Years ended December 31 


= = oe , 7 a _2004— ——— _ 2003, =o 2002 
Stock-based compensation ($000s) $ 84,136 $ 48,002 = 
Average cost ($/boe)__ - J $ 2.17 $ 1.30 _ 
Percentage of gross revenues 6% 3% - 


The Company's Stock Option Plan provides option holders the right to receive cash on the exercise 
of stock options. As a result, stock-based compensation costs of $84 million were recorded in 2004 
(2003 — $48 million). Cash payments of $15.6 million (2003 — $13.6 million) were made during 2004 
on the exercise of 523,305 stock options (2003 — 741,820 stock options). These payments were 
charged to the stock-based compensation liability. 
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Stock-based compensation of $22 million in Q4 2004 was up 214 percent from $7 million in Q4 
2003. The increase was due to a $9.30 per share increase in the closing market price of Company 
common shares during O4 2004 compared to an increase of $2.43 per share during O4 2003. 


14. FINANCING EXPENSES 


Years ended December 31 


: ee ee int eee 2004 - 2003 BU 
Interest ($000s) $ 17,012 $ 11,870 $ 20,310 
Cash flow times interest coverage Sikg 69.5 23.8 
Average cost ($/boe) wien ere © 0.45 $ 0.32) i? es 07, 
Percentage of gross revenues 1% 1% ie ie 2% 


Interest expense for the year ended December 31, 2004 amounted to $17.0 million, an increase of 
43 percent from $11.9 million in 2003. This increase reflects higher relative debt levels due to the 
acquisition of properties producing approximately 10,000 boe per day in February 2004 for $234 
million, and the payment of a special one time dividend of $1.50 per share and quarterly dividends 
of $0.125 per share for total cash payments to shareholders of $108 million in 2004 (2003 — nil). 


Q4 2004 interest expense of $4.3 million is 48 percent higher than Q4 2003 interest expense of 
$2.9 million as a result of higher average debt levels in the current quarter. 


15. DEPLETION, DEPRECIATION AND ACCRETION 


Years ended December 31 


; . 4 ¥ 2004 : 2003 7 : 2002 
Depletion and depreciation ($000s) $ 394,324 $ 291,867 $ 237,954 
Accretion (000s) = : 18,750 11,795 10,082 

$ 413,074 $ 303,662 $ 248,036 
Pee AUS (Oe ee ee 8S 
Percentage of grossrevenues 27% OZ 25% 


The depletion, depreciation and accretion provision increased by 36 percent to $413 million in 
2004 from $304 million in 2003, and by 29 percent in Q4 2004 to $116 million from $90 million in Q4 
2003. These increases are the result of an increase in the fourth quarter 2004 depletion rate to 
$11.19 per boe (fourth quarter 2003 - $9.45 per boe). The average depletion and depreciation rate, 
excluding accretion, for the year increased by 29 percent to $10.18 per boe in 2004 from $7.87 per 
boe in 2003. 


16. FOREIGN EXCHANGE 


Years ended December 31 


2004 2003 i gl an 2002 

Foreign exchange (gain) loss ($000s) $ (27,708) $ (95,574) $ 4,482 
(Gain) loss from written 

__Canadian dollar calls ($000) 2,686)... on Bued2686. A) ie 2 = 

Net foreign exchange (gain) loss ($000s) $ (40,394) $ (82,888) $ 4,482 

Average (gain)loss@/boe) COSHH) S24) SN 

ye 0.4% 


Percentage of gross revenues © 
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As at December 31, 2004, the Company had $290 million of US denominated debt 
(2003 — US$340 million). The translation of the outstanding U.S. dollar bank loans to Canadian 
dollars, using exchange rates in effect at year end, resulted in an unrealized foreign exchange gain 
of $12 million for 2004, versus an unrealized foreign exchange gain of $96 million in 2003. The 
unrealized gain in 2003 was reduced by the unrealized loss of $13 million on Canadian dollar calls 
outstanding at December 31, 2003. These calls expired in 2004 with no cost to the Company, which 
eliminated the unrealized loss recorded in 2003. 


In July 2004, the Company converted US$150 million of its U.S. denominated borrowings to 
Canadian dollars at an exchange rate of $0.755 CAD/USD resulting in a realized foreign exchange 
gain of $28.5 million. In January 2005, the Company converted US$80 million of U.S. denominated 
debt to Canadian dollars at an exchange rate of $0.831 CAD/USD and realized an additional 
foreign exchange gain of $24.9 million. 


17. TAXES 

Years ended December 31 

te. te te #)RS eater oe Cees pees 2 2004 oa OS® a ee 
Current income taxes ($000s) $ 17,834 $ 9 898 $ 82,021 
Future income taxes ($000s) : TOR O68 To a ee 45,737 
ets it ae et aS = $ 1 27,402 i $104,241 ' a $ il 27,/58 
Effective tax rate 31% 19% 42% 
Capital taxes ($000s) a ; $ 10,146 $ 10,150 $ AOEH 


The provision for income taxes increased by 19 percent for the year ended December 31, 2004 to 
$127 million from $107 million in 2003. A non-recurring future income tax benefit of $20 million was 
recorded in 2004 reflecting a tax rate reduction enacted by the Government of Alberta in May 2004. 
This compares to a non-recurring future tax benefit of $100 million recorded in the year ended 
December 31, 2003 due to a reduction in both the federal and provincial tax rates. The 2003 
provision was also impacted by larger foreign exchange gains. These gains are 50 percent taxable. 
The larger tax recovery and capital gains in 2003 are the main contributors to the lower 2003 tax 
provision even though income before taxes of $564 million in 2003 was 38 percent higher than 2004 
income before taxes of $409 million. 


The provision for income taxes in 2004 includes current taxes payable of $18 million, which was up 
80 percent from $10 million in 2003 as a result of increased taxable income in the current year. 


The O4 2004 income tax provision of $35 million was 22 percent lower than the Q4 2003 income 
tax provision of $45 million. 
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18. TAX POOLS 
At December 31 


($ millions) a ee ea 2004 2003 2002 
Undepreciated capital cost (UCC) $ 276.4 $ 270.1 $ 440.6 
Cumulative Canadian oil and 

gas property expense (COGPE) 611.5 679.2 852.7 
Cumulative Canadian development expense (CDE) 95.4 136.6 128.5 
Cumulative Canadian exploration expense (CEE) - = 1.4 
Other ; S a he - - 0.7 
Total tax pools 2 vs Indie md. 4 $ 983.3 $ 1,085.9 $ 1,423.9 


19. ITEMS AFFECTING CASH FLOW AND NET INCOME 


Years ended December 31 


ae Aas : a ee Be 
’ : I en a ee a __—s—sS/boe ih ——S/bwe % $/boe % 
Oil and natural gas revenues $ 39.29 100 $ 37.62 100.0 SEQ aT 100 
Net royalties (7.65) (19.5) GAS) (IO) (5.20) (18.7) 
Operating expenses ee ae) Oe ONE ae) 21 ee OO) ae 70) ESB) AN(209) 
Net operating income 23.89 60.8 23.84 63.4 16.7 60.4 
Transportation (0.66) (1.7) (0.71) (1.9) (0.59) (2.1) 
General and administrative expenses (0.42) (1.1) (0.34) (0.9) (0.28) (1.0) 
Interest (0.45) = (1.1) (0.32) (0.9) (0.57) (2.1) 
Realized foreign exchange gain 0.74 1.9 - - - - 
Current and capital taxes 71) (1.8) 54) 1) 256) (9.2) 
Cash flow from operations 22,39) 57.0 21:93 58.3 12.76 46.0 
Unrealized foreign exchange gain (loss) 0.30 0.8 2.24 6.0 (0.12) (0.4) 
Stock-based compensation (2.17) (5.5) (1.30) (3.5) = = 
Depletion, depreciation and accretion (10.67) (27.2) (8.19) (21.8) (6.83) (24.6) 
Futureincome taxes. es u(Z:83)0 (7-2) (2-63) (7.0), 026) S) 


Netincome 


—$ 7.02 17.9 $$ 12.05 32.0 $ 455 16.4 


Cash flow increased by seven percent to $867 million for the year ended December 31, 2004 from 
$813 million in the same period of 2003. Basic cash flow per share rose by seven percent to $16.10 
per share in 2004, compared to $15.11 per share in 2003. 


O4 2004 cash flow was $238 million, an increase of 23 percent from $194 million in Q4 2003. Basic 
cash flow per share increased 23 percent to $4.41 per share in O4 2004 compared to $3.60 per 
share in O4 2003. 


Net income for the year ended December 31, 2004 decreased by 39 percent to $272 million from 
$447 million in 2003. Basic net income per share decreased by 39 percent in 2004 to $5.05 per share 
from $8.30 per share in 2003. 


Net income in Q4 2004 increased 77 percent to $69 million from $39 million in Q4 2003. Basic 
net income per share increased 76 percent to $1.27 per share in Q4 2004 from $0.72 per share in 
O4 2003. 
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Market Risk Management 


The Company is exposed to normal market risks inherent in the oil and natural gas business, 
including credit risk, commodity price risk, interest rate risk and foreign currency risk. The Company, 
from time to time, attempts to minimize exposure to these risks using financial instruments. Financial 
instruments are not used by the Company for trading or speculative purposes. 


Credit Risk 


Credit risk is the risk of loss if purchasers or counterparties do not fulfill their contractual 
obligations. All of the Company's receivables are with customers in the oil and natural gas industry 
and are subject to normal industry credit risk. In order to limit the risk of non-performance of 
counterparties to derivative instruments, the Company transacts only with financial institutions with 
high credit ratings and by obtaining security in certain circumstances. 


Commodity Price Risk . 


Commodity price risk is the Company's most significant exposure. Crude oil prices are influenced 
by worldwide factors such as OPEC actions, supply and demand fundamentals, and political 
events. Natural gas prices are generally influenced by oil prices and North American natural gas 
supply and demand factors. Pursuant to Company policy, the Company may from time to time 
attempt to manage these risks through the use of costless collars up to a maximum of 50 percent 
of sales volumes. 


Interest Rate Risk 


The Company maintains its debt in floating-rate bank facilities resulting in exposure to fluctuations 
in short term interest rates. From time to time, the Company may increase the certainty of interest 
rates using financial instruments to swap floating interest rates to fixed interest rates. 


Foreign Currency Rate Risk 


Prices received for sales of crude oil and certain bank loans are referenced to, or denominated in, 
U.S. dollars. Accordingly, realized oil prices, interest costs and debt levels are impacted by 
CAD/USD exchange rates. When considered appropriate, the Company may use financial 
instruments to fix future exchange rates. 


Liquidity and Capital Resources 


20. CAPITALIZATION 
At December 31 


: ; 4 4 = 2 a es 2004 2003 2002 
ae. A = ae =e $ millions WO $ millions Silents % 
Common share equity, at market $ 4,269 86.0 $ 2,586 81.0 $ 2,203 75.4 
Bank loan 503 10.2 442 ASKS: 598 20.5 
Working capital deficiency GOR 983-899 OF MGS en 52 NZ Ad 


$ 4,962 100.0 $ 3,193 100.0 $ 2,921 100.0 
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Penn West's closing market price on the Toronto Stock Exchange was $79.25 per share in 2004, 
$48.17 per share in 2003 and $41.00 per share in 2002. Total capitalization was $5.0 billion at 
December 31, 2004 compared to $3.2 billion at year end 2003. 


The Company ended the year 2004 with increased annual average production and only slightly 
increased debt levels compared to year end 2003. The Company maintained its strong balance 
sheet during 2004 even though it paid $108 million in special and quarterly dividends during the 
2004 year. The strong balance sheet provides the Company flexibility to pursue a variety of 
opportunities for 2005. 


At year end 2004, Penn West had an aggregate borrowing limit of $840 million on its loan facility 
with a syndicate of chartered banks. The Company had drawn $503 million at year end 2004. This 
loan facility is subject to an annual review by the lenders and requires no principal repayments 
provided that tangible net worth and cash flow coverage tests are met. Penn West believes it has 
ample coverage under these tests and anticipates that the loan facility will be renewed. 


The Company announced a Normal Course Issuer Bid through the facilities of the Toronto Stock 
Exchange effective March 8, 2004. For a period not to exceed one year, a maximum of five percent 
of the issued and outstanding common shares of the Company, being 2,689,796 shares, could be 
purchased for cancellation. No share purchases were made under this bid. 


Business Risks 


The Company's exploration, development, production and acquisition activities are conducted in 
the Western Canada Sedimentary Basin and involve a number of business risks. These risks include 
the uncertainty of replacing annual production and finding new reserves on an economic basis, the 
instability of commodity prices, exchange rates and interest rates, and other factors discussed 
under Notice Regarding Forward-Looking Statements. 


To the extent practical, the Company mitigates these risks by employing highly trained and 
competent management and staff who manage these risks by: 
e Balancing the production portfolio between oil and natural gas; 
e Pursuing numerous investing opportunities, including: 
= Low risk development projects; 
a Moderate risk exploration plays; 
w Strategic acquisitions; and, 
¢ Maintaining low finding, operating and general and administrative costs. 


The Company's management team believes that these principles, validated through Penn West's 
twelve year track record of growth and profitability, will continue to apply under the current or 


alternative business models. 


The oil and natural gas industry is subject to extensive government influence through taxation 
policies and environmental legislation. While taxation policy has remained relatively stable 
recently, there is always the potential for change. 
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The industry is also subject to extensive regulations imposed by governments related to the 
protection of the environment. Environmental legislation in western Canada has undergone major 
revisions that have resulted in environmental standards and compliance becoming more stringent. 
The Company is committed to meeting its responsibilities to protect the environment wherever it 
operates, and has instituted a series of controls and procedures with respect to environmental 
protection that meet the standards of the Environmental Code of Practice published by the 
Canadian Association of Petroleum Producers. 


Future Prospects and Outlook 


Focusing on its five core areas, the Company continues to generate economic prospects through 
acquisitions, exploration, exploitation and development. The Company believes its extensive 
undeveloped land base and high quality, long life reserves provide opportunities to add both 
reserves and production at relatively low risk. 


Penn West has provided positive earnings in each quarter for the last twelve years. Fiscal 
responsibility has always played a major role in the timing of actions taken by our management 
team. With commodity prices currently at relatively high levels and market expectations that they 
will remain high, the Company believes it has a variety of capital reinvestment options to achieve 
strong returns for shareholders. 


Penn West will continue to plan conservatively while emphasizing low costs and maximum 
efficiencies in its operations. Penn West's asset base, control of infrastructure and efficient 
operations provide a solid foundation to generate superior future rates of return with low risk. 


Our capital expenditure program in the first quarter of 2005 is based on a “business as usual” 
approach and is estimated in the $190 to $220 million range. These expenditures will cover a 
drilling program of 140 to 170 net wells, versus 180 net wells drilled in the first quarter of 2004. For 
the balance of the year, our plans will vary with the timing of any potential change in strategic 
direction. Average annual production is forecast at 103,000 boe to 109,000 boe per day. Our 
current plans and budget are based on assumed average 2005 commodity prices of US$39 per 
barrel of WTI crude oil and US$6.25 per MMBTU of NYMEX gas, and a currency exchange rate of 
$0.80 CAD/USD. 


Under these assumptions, Penn West is expected to generate 2005 pre-tax cash flow of $800 million 
to $850 million. 


The results of operations and the forecasts noted above are sensitive to changes in production, 
commodity prices, foreign exchange rates and interest rates. The table below summarizes 
those sensitivities. 
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21. SENSITIVITIES 
Impact on 2005 


Impact on 2005 


($ millions, except per share amounts) Cash Flow Net Income 
Change ome” 7 oa ' ie ; A iy 7 cares 
$1.00 per barrel in liquids price $ 18.4 $ 11.6 
Per common share 0.34 0.21 
1,000 barrels per day in daily liquids production irik 4.6 
Per common share 0.22 0.08 
$0.10 per mcf in natural gas price 8.1 Ded 
Per common share 0.15 0.09 
10 mmcf per day in daily natural gas production VES 6.2 
Per common share 0.32 0.11 
$0.01 in CAD/USD exchange rate 15.0 MS 
Per common share 0.28 0.17 
1% in prime interest rate 6.0 3.8 
Per common share $ 0.14 ey 


(Sensitivities exclude hedging impacts.) 


22. COMMITMENTS 


The Company has committed to certain payments over the next five years, in addition to regular 


payments under the Company's credit facilities, as follows: 


($ millions) 2005 2006 : ; 2007 _ _ 2008 e002 _ Thereafter 
Transportation $ 21.8 $11.4 $ 8.8 $ 6.7 $ 3.3 $25 
Transportation (US$) 3.4 3.4 iP /, 1.6 1.6 P33 
Electricity Za 2a 2 Dil 2a 2.8 
Officelease oO 4.2 4.2 — 42 - 4.2 3.0 
23. EQUITY INSTRUMENTS 
Common shares issued 
As at December 31, 2004* 53,868,745 
___ Issued on exercise of stock options ARG EE faerie ye ate 61,200 
As at March 22, 2005 Sue: a pe ee pea 0028 53/929,945 
Stock options outstanding 
As at December 31, 2004* 3,728,980 
Granted 48,700 
Exercised for common shares (61,200) 
Exercised for cash (130,075) 
perolietted © en ee a : -_ ____ (84,450) 
As at March 22, 2005 BESS S 


* See Note 7 to the consolidated financial statements. 
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Critical Accounting Estimates 


The Company's significant accounting policies are detailed in Note 1 to the consolidated financial 
statements. In the determination of financial results, the Company must make certain significant 
accounting estimates as follows: 


Full Cost Accounting 


The Company uses the full cost method of accounting for oil and natural gas properties. The 
Company has used this methodology consistently since the existing management team assumed 
responsibility for the Company in 1992. Generally, all costs of exploring and developing oil and 
natural gas reserves are capitalized and depleted against associated oil and natural gas production 
using the unit-of-production method based on the estimated proved reserves. 


The Company adopted the new oil and natural gas full cost accounting guideline effective 
January 1, 2004. The guideline changed the determination of the ceiling amount for ascertaining 
the recoverability of accumulated costs in a cost center. The ceiling amount for a cost center is 
based on the undiscounted cash flows from proved reserves, using future prices, and the cost of 
unproven properties. If the costs are determined not to be fully recoverable, they are written down 
to fair value. Fair value is estimated as the present value of expected future cash flows from proved 
and probable reserves, using future prices, and the value of unproved properties. The Company’s 
estimated risk-free rate is used to determine present values. 


The Company used a weighted average price of $41.07 per barrel for oil and natural gas liquids 
and $6.40 per mcf for natural gas in the determination of the ceiling amount at December 31, 2004. 
There was no impact on reported results due to the application of this guideline. 


Oil and Natural Gas Reserves 


All of the Company's reserves were evaluated by the independent petroleum engineering 
consultant Gilbert Laustsen Jung Associates Ltd. In both 2004 and 2003, reserves were determined 
in compliance with National Instrument 51-101. The evaluation of oil and natural gas reserves are, 
by their nature, based on complex extrapolations and models as well as other significant 
engineering, capital, pricing and cost assumptions. Reserve estimates are a key component in the 
calculation of depletion. In addition, reserves are a key component of value in the ceiling test. To 
the extent that the ceiling amount is less than the carrying amount of property, plant and 
equipment, a write down against income must be made. 
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Asset Retirement Obligations 


Effective January 1, 2004, the Company retroactively adopted the new Asset Retirement 
Obligations (“ARO”) accounting recommendations. The fair value of statutory, contractual or legal 
obligations to retire long-lived assets are recorded as an ARO liability with a corresponding 
increase to the carrying amount of the related asset. The recorded ARO liability increases over time 
for changes in its fair value through accretion charges to earnings. Revisions to the estimated 
amount or timing of the obligations are reflected as increases or decreases to the ARO liability. 
Actual asset retirement expenditures are charged to the ARO liability to the extent of the then 
recorded liability. Amounts capitalized to the related assets are amortized to income consistent 
with the depletion or depreciation of the underlying asset. Note 5 to the consolidated financial 
statements details the impact of adopting these accounting recommendations on the comparative 
financial statements. 


Stock-Based Compensation 


The Company has recognized the potential liability that could arise if option holders elected the 
cash settlement alternative at the period end share price. Provision is made for all vested options 
at the period end plus the portion of future option vestings attributable to the period. The stock- 
based compensation expense of future periods will vary with share prices and changes in 
outstanding options. 


Financial Instruments 


Financial instruments contracted by the Company and determined to be hedges are accounted for 
as a component of the hedged item such as oil price, natural gas price, electricity or interest costs. 
The change in market value of a financial instrument accounted for as a hedge is not recognized 
in the financial statements until the underlying oil or natural gas production, power or interest is 
realized. Net income could change if these impacts were immediately recognized in the financial 
statements. Market value changes of financial instruments determined not to be hedges, not 
qualifying as a hedge, or no longer effective as hedges, are fully recognized in the financial 
statements. There are, for certain financial instruments, several acceptable methods for 
determining a mark-to-market value at a point in time. These differences can directly impact 


reported results. 
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Accounting Changes 

Effective January 1, 2004, the Company began accounting for certain transportation costs as 
expenses in the consolidated statements of income and retained earnings. This change had no 
impact on net income as it was a reclassification between revenue and expenses. Previously, these 
costs were netted against revenue. Comparative periods have been restated to conform with the 
current year presentation. Future income taxes related to the current portion of the stock-based 
compensation liability were reclassified to a current future income tax asset from a component of 
the long term future income tax liability. 


Notice Regarding Forward-Looking Statements 


This document contains certain forward-looking statements that can generally be identified as 
such because of the context of the statements. Forward-looking statements may contain words 
such as forecasts, expects, anticipates, plans, intends, projects, estimates, or words of a similar 
nature. Results may differ materially from those expressed or implied by the forward-looking 
statements as a result of known and unknown risks, uncertainties and other factors. 


Such factors include, among others: 


¢ Changes in general economic, market and business conditions which will impact demand 
for and market prices of the Company's products; 


¢ The ability of the Company to implement its business strategy; 

e Availability and cost of borrowing; 

¢ The ability of the Company to complete its capital programs; 

e The ability of the Company to transport its products to market; 

¢ Potential delays or changes in plans with respect to exploration or development projects; 
e The success of exploration and development activities; 

e The accuracy of reserve estimates; 


e Actions by governmental authorities, government regulations and the expenditures 
required to comply with them (especially safety and environmental laws and regulations); 


¢ Competitive actions of other entities, including increased competition from other oil and 
gas companies or from companies that provide alternative sources of energy; and, 


e The occurrence of unexpected events such as fires, blowouts, freeze-ups, equipment 
failures and other similar events directly affecting assets and/or daily operations. 


Readers are cautioned that the foregoing list of important factors is not exhaustive. Although the 
Company believes that the expectations conveyed by the forward-looking statements are 
reasonable based on information available on the date the statements were made, events or 
circumstances could cause actual results to differ materially from those estimated or projected and 
expressed in, or implied by, these forward-looking statements. 
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Future Accounting Pronouncements 


Earnings Per Share 


Effective January 1, 2005, this accounting pronouncement will require the number of incremental 
shares included in the year-to-date diluted earnings per share calculation be computed using the 
average market price of common shares for the year-to-date period. It also stipulates that contracts 
which could be settled in cash or common shares be settled in common shares, if share settlement 
is more dilutive. Shares to be issued upon conversion of a mandatorily convertible instrument 
would be included in the basic weighted average earnings per share calculation from the date 
when conversion becomes mandatory. These changes will not materially impact the Company's 
diluted earnings per share calculations. 


Consolidation of Variable Interest Entities 


Effective January 1, 2005, this accounting guideline addresses the circumstances where an entity 
has control of another entity through arrangements other than share ownership. The accounting 
guideline requires an enterprise to consolidate the entity when that enterprise has a variable 
interest that will absorb a majority of the entity's returns or losses. As the Company does not 
currently have any such arrangements, no impact is expected from the implementation of this 


guideline. 


Financial Instruments, Other Comprehensive Income 


This exposure draft addresses when to recognize and how to measure a financial instrument on the 
balance sheet and how gains and losses are to be presented. An additional financial statement, 
“other comprehensive income”, will be required. Once implemented, the fair value of financial 
instruments, designated as hedges, will be included on the balance sheet with the related gain or 
loss recognized in other comprehensive income. Consistent with current practice, financial 
instruments not designated as hedges will be valued at market with the related gains and losses 


recognized in net income. 
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Management's Report 


The consolidated financial statements of Penn West Petroleum Ltd. were prepared by 
management in accordance with accounting principles generally accepted in Canada. In preparing 
the financial statements, management has made estimates because a precise determination of 
certain assets and liabilities is dependent on future events. The financial and operating information 
presented in this report is consistent with that shown in the financial statements. 


Management maintains a system of internal controls to provide reasonable assurance that all 
assets are safeguarded and to facilitate the preparation of relevant, reliable and timely financial 
records for the preparation of statements. 


The consolidated financial statements have been examined by the external auditors and approved 
by the Board of Directors. The Board of Directors’ financial statement related responsibilities are 
fulfilled through the Audit Committee. The Audit Committee is composed entirely of independent 
directors. The Audit Committee recommends appointment of the external auditors to the Board 
of Directors, ensures their independence, and approves their fees. The Audit Committee meets 
regularly with management and the external auditors to discuss reporting and control issues and 
to ensure each party is properly discharging its responsibilities. The auditors have full and 
unrestricted access to the Audit Committee to discuss their audit and their related findings as to 
the integrity of the financial reporting process. 


Gerry J. Elms Todd H. Takeyasu William E. Andrew 


Vice President, Finance Treasurer President 
and Corporate Secretary 


February 28, 2005 
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Auditors’ Report to Shareholders 


We have audited the consolidated balance sheets of Penn West Petroleum Ltd. as at 
December 31, 2004 and 2003 and the consolidated statements of income and retained earnings 
and cash flow for the years then ended. These financial statements are the responsibility of the 
Company's management. Our responsibility is to express an opinion on these financial statements 
based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Company as at December 31, 2004 and 2003 and the results of its operations 
and its cash flows for the years then ended in accordance with Canadian generally accepted 
accounting principles. 


KPm6é LLP 


Calgary, Canada KPMG LLP 
February 28, 2005 Chartered Accountants 
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Consolidated Balance Sheets 


December 31 


($000s) BEEN oes el 
ASSETS 
Current 
Accounts receivable $ 160,479 $ 141,574 
Taxes receivable - 26,257 
Future income taxes (Note 6) 25,310 8,121 
_ Other | - in Acah feo J - f 19,824 16,539 
205,613 192,491 
Property, plant and equipment (Note2) 4 3,661,844 3,117,166 
et ee Ys 7 2 $ 3,867,457 $ 3,309,657 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current 
Accounts payable and accrued liabilities $ 306,596 $ 248,174 
Taxes payable 11,174 - 
Dividends payable 6,733 87,405 
___Stock-based compensation (Note 3) 0 TT 22,111 
St Se ee.” - 7 : 395,520 357,690 
Bank loan (Note 4) 503,056 442,394 
Asset retirement obligations (Note 5) 180,753 172,761 
Stock-based compensation, net of taxes (Note 3) 20,951 5,806 
Future income taxes (Note 6) : : P 858,245 676,738 
View Fert 4 a —_ : a = 1,563,005 297, 692 
Shareholders’ equity 
Share capital (Note 7) 515,284 505,569 
___ Retained earnings aos 5 eee ae | 1,393,648 1,148,699 
: ae wt ae 7 1,908,932 oe 1,654,268 
$3,867,457 _ $3,309,657 


See accompanying notes to the consolidated financial statements. 
*Restated, see Note 11. 


Approved on behalf of the Board: 


Vi ON fuk 


N. Murray Edwards Denis L. Russell 


Chairman Director 
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Consolidated Statements of Income 
and Retained Earnings 


Years ended December 31 


($000s, except per share amounts) = —_ 2004 2003* 
Revenues 
Oil and natural gas $$” 1,521,262 $ 1,394,182 
Royalties 2 : i eit (296,054) _ (265,132) 
Phrty ee: = 1,225,208 1,129,050 
Expenses 
Operating 300,278 245,572 
Transportation 25,600 26,359 
General and administrative 16,089 12,504 
Interest on long term debt 17,012 11,8 
Depletion, depreciation and accretion 413,074 303,662 
Stock-based compensation (Note 3) 84,136 48,002 
__Foreign exchange gain, (40,394) __ (82,888) 
ees Tegentpr ores eae a ee IS TIS SO 965,081 
BIN OCICS LAX Ts a a ee ee Oe ee OO? 
Taxes 
Capital 10,146 10,150 
Current income (Note 6) 17,834 9 898 
Future income (Note 6) ae 109,568 seed a sani 
hia ee ee 137,548 eee Mi 
Net income ~ et or ee 7 a eee - $ 271,865 — $ 7 446,578 
Retained earnings, beginning of year 
As previously reported Seeenth 115;457, $ 809,216 
___ Accounting change (Note 5) | fit asda Soames sa el 21,615 
As restated 1,148,699 830,831 
Net income 271 ,865 446,578 
Dividends (26,916) (87,405) 
Purchase of common:shares (Note J). Sg / _ (41,305) 
Retained earnings, endofyear eS 21,393,648 peed 1,148,699 
Net income per common share (Note 8) 
Basic $ 5.05 $ 8.30 
Diluted | _ $4.96 ae 8.19 


See accompanying notes to the consolidated financial statements. 
*Restated, see Note 11. 


Penn West Petroleum Ltd. 


47 


Consolidated Statements of Cash Flow 


Years ended December 31 


($000s) a 2 > i< = 2004 — 2003* 
Operating activities 
Net income $ 271,865 $ 446,578 
Items not involving cash 
Depletion, depreciation and accretion 413,074 303,662 
Future income taxes 109,568 97 343 
Unrealized foreign exchange gain (11,909) (82,888) 
____ Stock-based compensation (Note 3) - oA 7 84,136 48 002 
Cash flow 866,734 812,697 
Decrease (increase) in non-cash working capital (Note 10) 23,505 (114,632) 
Payments for surrendered options (Note 3) (15,613) (13,572) 
____ Expenditures on abandonments ee ae (29,558) (14,314) 
Cash from operating activities 845,068 670,179 
Investing activities 
Additions to property, plant and equipment (883,708) (730,581) 
Proceeds on sales of property, plant and equipment 18,256 101,180 
___ Decrease in non-cash working capital (Note 10) _ _ : 50,024 58,207 
Cash used in investing activities Pee Sere te oe (815,428) ———s*(557'1,194) 
Financing activities 
Increase (decrease) in bank loan 72,571 (73,153) 
Issue of common shares 5,243 26,/14 
Dividends paid (107,588) - 
Purchase of common shares - (52,768) 
Decrease in non-cash working capital (Note 10) 134 Z2Z 
Cash used in financing activities _ ~ (29,640) (98,985) 
Increase in cash - - 
Cash and cash equivalents, beginning of year : E io = - 
Cash and cash equivalents, end of year _ ae ee eee _ z 
Interest paid $ 16,986 $ 12,369 
Income and capital taxes (recovered) paid = = $ (9,452) _ _$ 140,579 


See accompanying notes to the consolidated financial statements. 
*Restated, see Note 11. 
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Notes to the Consolidated Financial Statements 


(all tabular amounts in $000s, except share and per share amounts) 


1. Summary of significant accounting policies 


These consolidated financial statements were prepared in accordance with generally accepted 
accounting principles in Canada. These principles require management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities, disclosure of 
contingencies at the date of the consolidated financial statements and the reported amounts of 
revenues and expenses during the reporting periods. 


a) Principles of consolidation 


The consolidated financial statements include the accounts of Penn West Petroleum Ltd. (the 
“Company”) and all its wholly owned subsidiaries and partnerships. 


b) Other current assets 


Other current assets include deposits, prepayments and inventory. Inventories are valued at the 
lower of cost and net realizable value. 


c) Property, plant and equipment 
!) CAPITALIZED COSTS 


The full cost method of accounting for oil and natural gas operations is followed whereby 
all costs of acquiring, exploring and developing oil and natural gas reserves are 
capitalized. These costs include lease acquisition, geological and geophysical, exploration 
and development and related equipment costs. Proceeds from the disposition of oil and 
natural gas properties are accounted for as a reduction of capitalized costs, with no gain 
or loss recognized unless such disposition results in a significant change in the depletion 
and depreciation rate. 


ll) DEPLETION AND DEPRECIATION 


Depletion and depreciation of resource properties is calculated using the unit-of- 
production method based on production volumes before royalties in relation to total 
proved reserves as estimated by independent petroleum engineers. Natural gas volumes 
are converted to equivalent oil volumes based upon the relative energy content of six 
thousand cubic feet of natural gas to one barrel of oil. In determining its depletion base, 
the Company includes estimated future costs to be incurred in developing proved reserves 
and excludes estimated facility and equipment salvage values and the cost of unevaluated 
property. Significant natural gas processing facilities, net of estimated salvage values, are 
depreciated using the declining balance method over the estimated useful lives of the 
facilities. 


lll) CEILING TEST 


The recoverability of accumulated costs in a cost center is assessed based on 
undiscounted future cash flows from proved reserves and the cost of unproven properties. 
lf accumulated costs are assessed to be not fully recoverable, the cost center is written 
down to its fair value estimated as the present value of expected future cash flows from 
proved and probable reserves and the value of unproved properties. Expected future cash 
flows are discounted at the Company's estimated risk free rate. 
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IV) ASSET RETIREMENT OBLIGATIONS 


The fair value of legal obligations for property abandonment and site restoration is 
recognized as a liability on the balance sheet as incurred with a corresponding increase to 
the carrying amount of the related asset. Changes in the fair value of the liability over time 
are reflected as accretion charges included in depletion, depreciation and accretion. 
Revisions to the estimated amount or timing of the obligations are reflected as increases 
or decreases to the recorded liability. Asset retirement expenditures, up to the recorded 
liability at the time, are charged to the liability. Amounts capitalized to the related assets 
are amortized to income consistent with the depletion or depreciation of the underlying 
asset. 


The estimates in ii) and iii) and iv) are based on forecast sales prices, costs and regulations 
expected at the end of the fiscal year. 


d) Joint ventures 


Some of the Company's exploration and development activities are’ conducted jointly with 
others. The accounts reflect only the Company’s proportionate interest in such activities. 


e) Hedging activities 

The Company may use financial instruments to hedge exposure to fluctuations in oil and natural 
gas prices, electricity costs, exchange rates and interest rates. All contracted financial 
instruments are assessed for effectiveness as hedges and may be designated as hedges if 
certain criteria are met. 


Gains or losses on oil and natural gas related instruments designated as a hedge are reported 
as adjustments to oil and natural gas revenues when the related production is sold. Gains or 
losses on electricity rate transactions designated as a hedge are recorded as adjustments to 
operating expenses when the related power is consumed. Gains or losses on interest rate 
hedging transactions are reported as adjustments to interest on long term debt over the period 
hedged. Gains or losses on foreign exchange hedging transactions are recognized as foreign 
exchange gain or loss or as an adjustment to oil revenues. 


Financial instruments not designated as a hedge, not qualifying as a hedge, or no longer 
effective as a hedge are recorded on the balance sheet as an asset or liability with changes to 
the market value reflected in net income. 


f) Enhanced oil recovery 


The value of proprietary injectants is not recognized as revenue until re-produced and sold to 
third parties. The cost of injectants purchased from third parties for miscible flood projects is 
included in property, plant and equipment. Deferred injectant costs are amortized as depletion 
and depreciation over the period of expected future economic benefit on a straight-line basis. 
Costs associated with the production of proprietary injectants are expensed. 
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g) Foreign currency translation 


Monetary items, such as receivables and borrowings, are translated to Canadian dollars at the 
rate of exchange in effect at the balance sheet date. Non-monetary items, such as property, 
plant and equipment, are translated to Canadian dollars at the rates of exchange in effect when 
the transaction occurred. Revenues and expenses denominated in foreign currencies are 
translated at the average exchange rates in effect during the period. Foreign exchange gains or 
losses on translation are included in net income. 


h) Stock-based compensation 


The Company has a stock option plan and an employee stock savings plan, as described in 
Note 7. 


As the stock option plan includes a cash settlement alternative, stock-based compensation cost 
is measured for stock options outstanding at intrinsic value and recognized as an expense over 
the vesting period. Intrinsic value is the difference between the exercise price of stock options 
and the trading price of common shares at the end of the measured period. Provision is made 
for all vested options at the period end plus the portion of future option vestings attributable to 
the current period. Changes in intrinsic value of outstanding options between the grant date 
and the measurement date are reflected as stock-based compensation cost. Cash payments 
made on option exercises are charged against the stock-based compensation liability to the 
extent that prior provision was made for the payment. Payments in excess of the recorded 
liability are charged to stock-based compensation cost. 


Costs in respect to the employee stock savings plan are expensed as incurred. 


i) Revenue recognition 

Revenues from the sale of crude oil, natural gas liquids and natural gas are recognized when title 
passes from the Company to the purchaser. Sales below or in excess of the Company's working 
interest share of production are recorded as inventory or deferred revenue, respectively. 


Jj) Income taxes 

The Company uses the liability method of accounting for future income taxes. Timing 
differences are calculated assuming that the financial assets and liabilities will be settled at 
their carrying amount. Future income taxes are computed on temporary differences using 
income tax rates that are expected to apply when future income tax assets and liabilities are 
realized or settled. 


. Property, plant and equipment 


December si Ja eS ee , 2004 : 2003+ 
Oil and natural gas properties, and 
production and processing equipment $ 5,241,817 $ 4,303,533 
Other ' hath a ___ 12,702 aie Wives 
- 5,254,519 4,315,517 
Accumulated depletion and depreciation b> dela (1,592,675) (1,198,351) 
Net book value _ aba : $3,661,844 $3,117,166 


*Restated, see Note 11. 
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During the years ended December 31, 2004 and 2003, no overhead expenses were capitalized. 
The cost of unevaluated property excluded from the depletion base as at December 31, 2004 
was $284 million (2003 — $263 million). Estimated future capital to develop proved reserves of 
$397 million (2003 — $399 million) was included in the depletion base as at December 31, 2004. 


3. Stock-based compensation 


The Company commenced recording stock-based compensation costs in the second quarter of 
2003. The continuity of the liability for stock-based compensation, based on the year end share 
price of $79.25 (2003 — $48.17), was as follows: 


le = - 4 2004 2003 
Liability, beginning of year Saee 2 7n ili, $ - 
Provision 84,136 48,002 
Cash payments on exercise of stock options (15,613) (13,572) 
Liability settlements on stock options exercised for shares _ 7 (4,472) : (6,513) 
Liability, end of year he ; ; x $ 91 1968 $ 27,917 
Current portion* $79,017 $22 
Long term portion _ aM : _ 20,951 5,806 

7 $ 91,968 $ 27,917 


* The current portion of the stock-based compensation liability represents the Company's potential liability if all vested stock options, plus 
those vesting in the next year, were exercised for cash at the year end share price. 


4. Bank loan 


December 31, _ _ ; ; _ 2004 2003 
Bankers’ acceptances $ 154,181 $ = 
LIBOR advances (2004 — US$290 million, 2003 - US$340 million) 348,875 442,394 

$ 503,056 — $ 442,394 


The Company has a credit facility arranged with a syndicate of chartered banks that is unsecured 
and bears interest at the prime rate or bankers’ acceptance rates plus a stamping fee and facility 
utilization fee. The maximum borrowing under the facility is $840 million consisting of a $765 
million credit facility and a $75 million operating loan facility. The facility is subject to an annual 
review by the lenders at which time a lender can request conversion to a term loan with 
repayment in full after one year. As at December 31, 2004, the Company had outstanding letters 
of credit for $5.9 million (2003 — $6.6 million) that reduced the amount otherwise available to be 
drawn on the facilities. 


In July 2004, the Company converted US$150 million of its U.S. denominated borrowings to 
Canadian dollars at an exchange rate of $0.755 CAD/USD resulting in a realized foreign 
exchange gain of $28.5 million. In January 2005, the Company converted US$80 million of its 
U.S. denominated borrowings to Canadian dollars at an exchange rate of $0.831 CAD/USD 
realizing an additional foreign exchange gain of $24.9 million. 
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5. Asset retirement obligations 


Effective January 1, 2004, the Company retroactively adopted the new accounting 
recommendations for asset retirement obligations. The total future asset retirement obligation 
was estimated by management and external consultants, assuming current technology and 
enacted legislation, based on the Company's net interest in all wells and facilities. The 
obligation includes the estirnated costs and timing of well and facility abandonments and the 
reclamation of associated sites. The impact of the new accounting recommendations on the 
comparative financial statements was as follows: 


Consolidated Balance Sheet 


As at December 31, 2003 ; v As Reported : Change - a As Restated 
Assets 
Net property, plant and equipment $ 2,953,658 $ 163,508 $ 3,117,166 
Liabilities and shareholders’ equity 
Deferred credits/stock-based compensation 67,563 (61,757) 5,806 
Asset retirement obligations = 172,761 172,761 
Future income taxes 649,355 19,262 668,617 
Retained earnings ' $ 1,115,457 $ 33,242 $ 1,148,699 
Consolidated Statement of Income and Retained Earnings 
Year ended December 31, 2003 a As Reported Change As Restated 
Depletion, depreciation and accretion SS  S22,08h $ (30,164) $ 291,867 
Accretion (1) = 11,795 11,795 
Future income taxes 90,601 6,742 97 343 
Net income $ 434,951 $ 11,627 $ 446,578 
(1) Included in depletion, depreciation and accretion. 
Changes to asset retirement obligations were as follows: 
2004 2003 
' Asset retirement obligations at January 1 $ 172,761 $ 148,033 
Liabilities incurred during the period 18,800 27,247 
Liabilities settled during the period (29,558) (14,314) 
Accretion : ; e 18,750 11795 
Asset retirement obligations at December 31 a $ 180,753 oe 2,764 


The total undiscounted, uninflated amount required to settle the asset retirement obligations at 
December 31, 2004 was $737 million. Asset retirement obligations were discounted using a 
credit-adjusted rate of 7.5 percent over the expected useful life of the underlying assets, which 
currently extends up to 50 years into the future with an average life of 22 years. 
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6. Income taxes 


As at December 31, future income tax assets (liabilities) arose from temporary differences 


as follows: 

2004 2003 
Property, plant and equipment $ (914,038) $ (727,927) 
Asset retirement obligations 64,420 63,455 
Bank loan (16,094) (14,399) 
Stock-based compensation 32,777 10,254 
Capital losses 10,664 - 
Valuation allowance on capital losses . (10,664) = 
a 5 —- $ (832,935) $ (668,617) 
Current future income tax assets $ 25,310 $ 8,121 
Future income tax liability es ear eee (858,245) (676,738) 
; 2 = $ (832,935) $ (668,617) 


\ 


The provision for income taxes reflects an effective tax rate that differs from the combined 


federal and provincial statutory tax rate as follows: 


Years ended December 31, ‘ = : — 2004 2003 
Income before taxes $ 409,413 $ 563,969 
Corporate income tax rate ~ 39.4% 40.4% 
Computed income tax provision $ 161,309 $ 227,844 
Increase (decrease) resulting from: 
Non-deductible Crown payments, net 72,657 87,445 
Resource allowance (74,245) (89,166) 
Tax rate reductions (20,237) (99,959) 
Non-taxable foreign exchange (7,473) (14,399) 
22 OUI a (4,609) (4,524) 
Total income taxes ; ; $ 127,402 1072241 
Current 17,834 9 898 
Future ca a . 109,568 97 343 
ee ae ee $ 127,402 $ 107,241 
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7. Share capital 
a) Authorized 
i) Unlimited number of preferred shares issuable in one or more series. 


ii) Unlimited number of voting common shares without nominal or par value. 


b) Issued 

Common shares ; Number Consideration 

Balance, December 31, 2002 53,732,540 $ 483,805 
Issued on exercise of stock options for common shares 1,208,750 26,714 
Liability settlement on stock options exercised for shares 6,513 

___ Purchase of shares under Normal Course Issuer Bid _ ____ (1,249,000) (11,463) 

Balance, December 31, 2003 53,692,290 $ 505,569 
Issued on exercise of stock options for common shares 176,455 5,243 
Liability settlement on stock options exercised for shares - 4,472 


___ 53,868,745 $515,284 


c) Normal course issuer bid 


In February 2003, the Company announced its intention to make a Normal Course Issuer Bid 
(the “2003 Bid”) through the facilities of the Toronto Stock Exchange. The 2003 Bid commenced 
on February 27, 2003 and continued until February 26, 2004. During this period, a maximum of 
five percent of the issued and outstanding common shares, being 2,687,824 shares, were 
eligible for purchase and cancellation. A total of 1,249,000 shares were purchased under the 
2003 Bid, at an average cost of $42.25 per share and at a total cost of $53 million, of which 
$41 million was charged to retained earnings and $12 million was charged to share capital. 


In March 2004, the Company announced another Normal Course Issuer Bid (the “2004 Bid”), 
through the facilities of the Toronto Stock Exchange. The 2004 Bid commenced on March 8, 2004 
and extends for a maximum of one year. A maximum of five percent of the issued and 
outstanding common shares of the Company, being 2,689,796 shares, are eligible for purchase 
and cancellation. No shares were purchased under the 2004 Bid. 


d) Employee stock savings plan 


The Company has an employee stock savings plan (the “Savings Plan”) for the benefit of all 
salaried employees. Under the Savings Plan, employees may elect to contribute up to 10 
percent of their salary. In general, the Company matches employee contributions at a rate of 
$1.50 for each $1.00 of employee contribution. Employee contribution common shares may be 
issued from treasury at the average quarter-end market price or purchased in the open market. 
In 2004 and 2003, all employee contribution common shares were purchased in the open 
market. In 2004, 87,787 Company contribution common shares were purchased in the open 
market at an average price of $66.90 per common share and a total cost of $5.9 million (2003 — 
97,533 shares at an average price of $43.39 per common share and a total cost of $4.2 million). 


Penn West Petroleum Ltd. 55 


56 


e) Stock options 


The Company has a stock option plan (“the Plan”) for the benefit of its employees and directors. 
Generally, stock options vest over a five year period and, if unexercised, expire six years from the 
date of grant. In the second quarter of 2003, the Plan was amended to provide option holders 
the right to receive cash for the surrender of vested stock options. To reflect the tandem nature 
of the plan in 2004, stock-based compensation costs of $84 million (2003 — $48 million) were 
charged to income. 


During 2004, the Company paid $15.6 million for the surrender of 523,305 vested stock options 
(2003 — $13.6 million on 741,820 vested stock options) where the cash alternative was selected. 
These payments were charged against the stock-based compensation liability. 


Total stock option activity relating to the Stock Option Plan was as follows: 


Weighted Average 

bce $e Se ee aD cee at Shares Exercise Price 
Balance, December 31, 2002 5,005,750, $ 29.97 
Granted 1,563,850 41.32 
Exercised for common shares (1,208,750) 220 
Exercised for cash (741,820) 28.33 

___ Forfeited _ 7 ee Pin, Piet (392,240) $ 35.36 
Balance, December 31, 2003 4,226,790 $ 36.21 
Granted 389,275 59:07, 
Exercised for common shares (176,455) 29.71 
Exercised for cash (523,305) SlngZ 

___ Forfeited oe ee = (187,325) 4 $ 46.35 
Balance, December 31, 2004 _ _3,728,980 PaaS 39.00 


As at December 31, 2004, there were 4,052,820 common shares (2003 — 4,229,275) reserved for 
future issuance. The table below summarizes information about stock options outstanding at 
December 31, 2004: 


Weighted 

Outstanding Average Weighted Exercisable Weighted 
Range of as of Remaining Average as of Average 
Exercise December 31, Contractual Exercise December 31, Exercise 
Rricess 2004 ___life (Years) Price 2004 © _ Price 
$15.00 — $22.50 62,600 0.2 SeelGroy, 62,600 SS WeeSy/ 
$22.51 — $33.77 879,790 WeZ SiE50 621,070 31.31 
$33.78 — $50.63 2,506,890 Se S90 621,975 38.88 
$50.64 — $75.96 __ 279,700 9.4 60.89 - = 

3,728,980 Siva ee $ 37:00 Re 1,305,645 $ 34.30 


As at December 31, 2004, options to purchase 1,305,645 shares (2003 — 875,480 shares) were 
exercisable. 


. Net income per share amounts 


The Company follows the treasury stock method to compute the dilutive impact of stock 
options. The treasury stock method assumes that the proceeds received from the assumed 
exercise of in-the-money stock options are used to purchase common shares at average 
market prices. 
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The weighted average number of common shares used to calculate per share amounts was: 


Years ended December 31, a ee + ’ J 2004 : 2003 
Basic 53,819,484 53/93/0772 
Diluted ; a 54,802,957 94,531 PA 


. Financial instruments 


Financial instruments, included in the balance sheets, are comprised of accounts and taxes 
receivable, current liabilities and the bank loan. The fair values of these financial instruments 
approximate their carrying amounts due to the short term maturity of the instruments and the 
market rate of interest and exchange rates applied to the bank loan. 


All of the accounts receivable are with customers in the oil and natural gas industry and are 
subject to normal industry credit risk. The Company, from time to time, uses various types of 
financial instruments to reduce its exposure to fluctuating oil and natural gas prices, electricity 
costs, exchange rates and interest rates. The use of these instruments exposes the Company to 
credit risks associated with the possible non-performance of counterparties to derivative 
instruments. The Company limits this risk by transacting only with financial institutions with high 
credit ratings and by obtaining security in certain circumstances. 


The Company's revenue from the sale of crude oil, natural gas liquids and natural gas is directly 
impacted by changes to the underlying commodity prices. To ensure that cash flows are 
sufficient to fund planned capital programs, costless collars may be utilized. These instruments 
ensure that commodity prices realized will fall into a contracted range for a contracted sales 
volume. Forward power contracts fix a portion of future electricity costs at levels determined to 
be economic by management. 


Variations in interest rates directly impact interest costs. From time to time, the Company may 
increase the certainty of future interest rates using financial instruments to swap floating interest 
rates to fixed. 


Crude oil sales and certain bank loans are referenced to or denominated in U.S. dollars. 
Accordingly, realized crude oil prices and debts in Canadian dollars are directly impacted by 
CAD/USD exchange rates. From time to time, the Company may use financial instruments to fix 
future exchange rates. 


As at December 31, 2004, the Company had the following financial instruments outstanding: 


Market Value* 


aunyh ry Notional Volume _ Remaining Term : Pricing/Rate _ Year End 
Natural gas 
__ AECO Costless Collars 75,000 GJ/d _Jan/OStoMar/05 $7.30 to $13.10/G) $6,840 
Electricity 
Alberta Power Pool Swaps 60 MW 2005 $41.00 to $50.00/MWh 2,092 
Alberta Power Pool Swaps 60 MW 2006 $42.25 to $43.15/MWh 2,457 
Alberta Power Pool Swaps 35 MW = 8 200s, $46.00/MWh $ 460 


* Unrealized gain based on calculations using posted rates for similar contracts at the balance sheet date. 
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Cash flows 


Changes in non-cash working capital items increased (decreased) cash and cash equivalents as 
follows: 


Years ended December 31, = a 2004 2003 
Accounts receivable $ (18,905) $ 4,013 
Taxes receivable 26,257 (26,257) 
Other current assets (3,285) (275387) 
Accounts payable and accrued liabilities 58,422 62,852 
Taxes payable | oe a] : 7 11,174 (94,274) 
ares es 5 oar ty $ 73,663 $ (56,203) 
Operating activities $ 23,505 $ (114,632) 
Investing activities 50,024 58,207 
Financing activities _ ee Sa ; . - 134 222 
$ 73,633 $ (56,203) 


Accounting changes and 2003 financial statement reclassifications 


Effective January 1, 2004, the Company retroactively adopted the accounting recommendations 
for Asset Retirement Obligations. The accounting policies are detailed in Note 1 c) iv) to these 
Consolidated Financial Statements. Comparative financial information has been restated as 
detailed in Note 5 to these Consolidated Financial Statements. 


Certain transportation costs totalling $25,600 (2003 — $26,359) were retroactively reclassified 
from a component of oil and natural gas revenues to a separate expense in the Consolidated 
Statements of Income and Retained Earnings. 


As detailed in Note 6 to these Consolidated Financial Statements, future income tax assets of 
$25,310 (2003 — $8,121) related to the current portion of the stock-based compensation liability 
were reclassified to a current future income tax asset from a component of the long term future 
income tax liability. 


Strategic alternatives process 


On August 20, 2004, the Board of Directors recommended that the assets of the Company be 
converted into an income trust contingent on receipt of a satisfactory advance tax ruling from 
the Canada Revenue Agency. To date, the ruling remains pending. Upon receipt of a satisfactory 
advance tax ruling, the Company intends to submit a Plan of Arrangement to shareholders for 
approval. If approved, the new business model could significantly impact future operations 
including dividend/distribution policies, capital programs, hedging activities, acquisition hurdle 
rates and compensation policies. 
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Summary Information — Five Year Summary 


Years ended December 31 


; u 2004 2003 2002 2001 2000 
FINANCIAL 
($000s, except share and per share amounts) 
Gross revenues $1,521,262 $1,394,182 $1,008,397 $1,096,567 $ 968,638 
Cash flow 866,734 812,697 463,459 612,943 560,056 
Basic per share 16.10 Said 8.70 eZ 10.86 
Diluted per share 15.82 14.90 8.48 11336 10.46 
Net income 271,865 446,578 165,204 248,108 225,656 
Basic per share 5.05 8.30 3.10 4.74 4.37 
Diluted per share 4.96 8.19 3.02 4.60 4.22 
Capital expenditures 865,452 608,051 5787255 633,532 541,921 
Total assets 3,867,457 3,309,657 2,933,324 2,507,821 2,085,479 
Bank indebtedness 503,056 442,394 598,435 556,330 590,355 
Shareholders’ equity 1,908,932 1,654,268 1,314,636 1,128,920 866,459 
Dividends declared 
Quarterly 26,916 6,723 = = = 
Special - 80,682 - - - 
Total $ 26,916 $ 87,405 $ - $ - § = 
Common shares outstanding 
at year end (000s): 
Basic 53,869 53/692 Sar783 52,723 51,818 
Basic plus options 57,598 MS) 58,738 58,109 56,945 
Market value per common share 
High $5981.99. eS 4950 § 44.74 §$ AD 25a S 41.50 
Low 47.59 SOME 32.76 30.30 28.25 
Close NSS S79 25S eee oe eee 41.00 $ 35.40 §$ 37.40 
OPERATING 
Production 
Light oil and natural gas liquids 
production (bbls/day) 34,943 35,479 33,822 IX) S's 24,262 
Light oil and natural gas 
liquids price ($/bbl) $ 42.04 $ 38.40 § 34.81 $ 34.92 §$ 37.54 
Conventional heavy oil 
production (bbls/day) 18,136 10,853 10,211 9509 8,200 
Conventional heavy oil price $/bb) $ 31.73 §$ 28.70 §$ 26:10: S$ 20.24 §$ 31.25 
Total liquids production (bbls/day) 53,079 46,332 44,033 38,884 32,462 
Total liquids price ($/bbl) S$) 38.5275 05 26:13.5 2S S217 eo CHES RS 30.25 
Natural gas production (mmef/day) 316.3 331.3 Se 7/ » S30\3 306.2 
Natural gas price ($/mcf) $ 6.68 §$ 6.48 $ CC 5.41 $ 4.84 
Reserves (proved plus probable) 
Oil and liquids (mmbbls) 239.7 222.4 248.9 DES) 196.3 
Natural gas (bef) 760.7 813.3 1,012.7 1,071.4 1,078.8 
Wells drilled (gross) 
Natural gas 209 307 209 274 228 
Oil 195 SiSi7/ 112 118 129 
Dry ar oa = Z 35 106 44- ; Gives = 48 
Total wells drilled 439 750 365 453 405 
UNDEVELOPED LAND HOLDINGS 
Western Canada (000 acres) 
Gross 6,058 5,538 4,402 3,672 3,030 
Net 5,767 5/33 4,158 3,381 2,763 
Average working interest (%) eS eee ee ei Sk ee sal 
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Summary Information — Quarterly Summary 


ct. oo 2004 2003 
Three months ended, nl Mar 31 s June 30 7 Sept 30 Dec 31 re Mar 31 June 30 Sept 30 Dec 31 
FINANCIAL ($000s, except per share amounts, unaudited) 
Gross revenues $346,075 $390,461 $384,300 $400,426 $ 398,767 $ 353,491 $ 331,459 $ 310,465 
Cash flow 181,252 211,234 236,463 237,785 230,101 184,140 204,876 193,580 
Basic per share Shei7/ 3.93 4.39 4.41 4.29 3.43 3.80 3.60 
Diluted per share Broz 3.86 4.31 4.33 4.20 SiSks) ST, 3255 
Net income 60,975 65,520 76,775 68,595 137,863 192,483 77 361 38,871 
Basic per share 113 1.22 1.43 1.27 Zo, 3.58 1.43 Owe 
__Dilutedpershare $ 1.12 $ 1.20 $ 140 $ 1.25 $ sy 83 C5 ome 1.42 §$ 0.71 
OPERATING 
Light oil and natural gas 
__ liquids production (bbls/day) 37,277 34,624 33,370 34,524 135,955 35,508 34,830 35,633 
Light oil and natural ; 
_gas liquids price /ob) $ 37.72 $ 39.80 $ 52.01 $ 48.57 $ 43.09 $ 36.61 $ 36.97 $ 36.94 
Conventional heavy 
__oil production (bbls/day) 13,968 19,692 19,596 19,257 10,466 10,256 11,230 11,446 
Conventional 
_ heavy oil price Gob) $ 28.50 $ 30.17) $ 37.37 $ 29.895 $ — 35.44 $ 2872 $ 52739) $9023.96 
Total liquids 
_ production (bbls/day)  =-ss51,245 54,316 52,966 53,781 46,421 45,764 46,060 47,079 
Total liquids price $/ob) $ 35.21 $ 36.30 $ 4659 $ 41.88 $ 41.37 $ 3483 $ 3463 $ 33.78 
Natural gas 
__ production (mmef/day) _ 312.050 23298 316.0 307.4 328.2 342.7 339.9 314.4 
Natural gas price (G/mce) $ 6.41 $ 7.03 $ 643 $ 683 $ 1:05 3 6.68 §$ 5.91 $ 5.68 
Conversions of Units Abbreviations 
Imperial Metric bbl barrel (oil) 
mmbbls million barrels 
1 ton 0.907 tonnes bbls per day barrels per day 
1.102 tons 1 tonne boe barrels of oil equivalent (based on 6 mcf 
1 acre 0.40 hectares of natural gas equals one barrel of oil) 
2.5 acres 1 hectare mcf thousand cubic feet (natural gas) 
1 bbl 0.159 cubic metres mmcf million cubic feet 
6.29 bbls 1 cubic metre mmcf per day million cubic feet per day 
1 mcf 28.2 cubic metres GJ gigajoule 
.035 mcf 1 cubic metre bcf billion cubic feet 
1 mile 1.61 kilometres tcf trillion cubic feet 
0.62 miles 1 kilometre API American Petroleum Institute 
TSX Toronto Stock Exchange 
WTI West Texas Intermediate 
Unless otherwise stated, all financial sums are MW megawatt 
stated in Canadian dollars. MWh megawatt-hour 
mmbtu million British thermal units 
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Our Employees 


Trevor Aadland 
Ray Abt 

John Alexander 
William Andrew 
Brian Antoni 
Edward Armagost 
William Arthur 
Kristine Arthur 
John Artym 
Henry Babayan 
Kevin Bachman 
James Baier 
August Baier 
Jamie Bernard Baier 
Les Bailey 

Mary Ann Bailey 
Marge Baker 
Sharon Baker 
Jim Balfour 
Christine Ball 
Leona Ballman 
Glenn Bamber 
Jesse Barlow 
Deanna Barrell 
Kelly Batten 
Steve Beairsto 
Linda Beaton 
David Becker 
Greg Becker 
Ginnette Becker 
Lynda Becker 
Miguel Belarde 
James Bell 
Michael Bell 
Harold Bellerose 
Shawn Bennett 
Craig Berger 
Elise Bergesen 
Robert Berki 
Alan Berry 

Billie Berry 
Panagiotis Beskas 
Paula Bica 
Kenneth Bills 
Rhett Binding 
Darrel Bird 
Morley Birnie-Browne 
Michael Blair 
Alan Bloom 
Shawn Blurton 
Beth Bolander 
Jill Bonkowsky 
Wayne Borton 
Kevin Bossert 
Maurice Bourgeois 
Vivian Bredin 
Krystal Brekkaas 
Michael Breward 
Clifford Brigley 
Dave Brooks 
Laurence Broos 
Alan Bruinsma 
Jean Brule 
Wayne Brzus 


Carl Bur 

Lorraine Burd 
James Burgess 
Lynne Burgess 
Stephen Burnell 
Janet Burns 
Steven Cacka 
Garnet Callison 
Lynn Callsen 
Brian Campbell 
Heather Campbell 
Nadine Campbell 
Leslie Carlyle-Ebert 
Neil Carnell 
Murrey Carpendale 
Philip Carpentier 
Allan Carter 
Michael Carteri 
Cory Cavener 
Sylvia Chan 
Barclay Charlton 
Kun Cheang 
Thomas Chenard 
Dale Chibri 
Mitchell Chibri 
Dennis Choi 
Danny Chow 
Gloria Choy 
Jeffary Chung 
Rachana Chuong 
Barry Chykerda 
Bryan Clake 
Audrey Clark 
Alan Clarke 

Barry Clarkson 
Robert Clayson 
Wendy Clermont 
Nadine Closs 
Andrew Connolly 
Philip Connolly 
Timothy Connolly 
Thomas Cookson 
Jason Cooper 
Leonard Cooper 
Sandra Cooper 
Tracey Copeland 
Ameeta Cordell 
Colleen Cornish 
Don Cote 

Rachel Cote 

Dali Courtright 
Darcy Crawford 
Tammie Cretney 
Doug Cromer 
David Crosley 
Jeffery Cross 
Bruce Cross 
Jesse Crowe 
Gregory Cunliffe 
Harvey Cunningham 
Randy Cuthbert 
Tara Cybulsky 
Darren Cygan 
Trevor Dales 


Regan Daley 
Noe Damian-Diaz 
Laurie Dammann 
Randy Danais 
Douglas Davey 
Rosie David 
Michael Davison 
Daniel Deiana 
William Demers 
Eugene Dennis 
Lars Depauw 
Paul Dever 
Gregg Dickson 
Susan Dixon 
Devin Dixon 
Terry Doucette 
Christopher Doyle 
Andrea Draper 
Richard Drozda 
Trevor Dufresne 
Robert Dumaine 
Margaret Dunlop 
Susan Dunn 


Christa Dunphy 
Jason Dunsmore 
Robert Dupuis 
Alvin Dusterhoft 
David Dusterhoft 
Bradley Dyck 
Helmut Eckert 
Roulette Edwards 
Silas Ehlers 
Ruben Ehrmann 
Darrell Ekencrantz 
Neamatalla Elashry 
Rabih El-Chaar 
Clifford Ellis 
Gerry Elms 

Renee Emond 
Connie Emond 
Marina Entin 
Devan Erickson 
Edwin Erickson 
Ken Erker 

Anton Esterhuizen 
Dale Evans 


Neil Evert 
Carla Fallows 


Ryan Farrell 
Keith Faye 
Christopher Fehr 
Trudy Feldmeyer 
John Felker 
Barbara Finley 
Cliff Finley 
Mervin Firkus 
Daniel Flick 
Patty Flick 

Scott Flynn 
Roger Fontaine 
Jackson Ford 
Dean Forrester 
Benjamin Forsyth 
Harvey Foss 
Codey Foss 
Shannon Foster 
Wilfred Foster 
Tammy Fremont 
John Frison 


Brett Frostad 
Darryl Fruhstuk 
Barrie Furlong 
Gregory Gabert 
Gerald Gallagher 
Clayton Gates 
Gregg Gegunde 
Shane Georget 
Dale Gibb 
Lance Gibson 
Darryl Gill 
Moninder Gill 
Justine Gill 
Tracy Goddard 
Jefferson 
Gooderham 
Waldemar Grab 
Leonard Granson 
Josephine Grant 
Garrett Grant 
Shannon Grant 
William Gray 
Gloria Greenstein 
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Russell Gregg 
Jim Greik 

Allan Grinde 
Lonny Grover 
Trevor Grover 
Robert Grue 
Wayne Gruhlke 
Dale Guillemin 
Kevin Gusek 
James Gusek 
Darrell Gylander 
Crystal Hall 
Ingrid Hall 

Ivor Haluszka 
Carolyn Handy 
Coro Hanlen 
Tara Hannon 
Valerie Hansen 
Corrine Harder 
Mark Hardman 
Muriel Harkness 
Helga Harlander 
Shawn Harmacy 
Daniel Hartley 
Guillermina Hartley 
Gordon Harvey 
Christine Hassman 
Philip Hauck 
Terry Haug 
Donald Hayduk 
Stanley Hein 
Trevor Hein 
Daryl Helfrich 
Kevin Henry 
Darryl Herner 
Debra Herold 
Dean Herron 
Stacey Hesselbarth 
Michael Hicke 
Richard Hicks 
Anne Higgins 


Ellen Hill 
Jack Hoffman 
Katrina Hong 
Sharlene Hopkins 
Camelia Horvath 
Vernon Hoshizaki 
David Houston 
Brent Howard 
Gordon Howe 
David Hubschmid 
Donald Huston 
Jason Hutchins 
Angela Ingles 
Shimpei Ito 
Damon lIvanics 
Kevin Jack 
Grant Jackson 
Brad Jaffray 
Rod Jamieson 
Charlene Jamieson 
Robert Jamieson 
Crystal Jardine 
Dean Jeffries 
Thane Jensen 
Wayne Johnson 
Joel Johnson 
Susan Johnson 
Paul Johnston 
Marguerite 
Johnston 
Leighton Jones 
Norman 
Kalmanovitch 
Alice Karg 


Raymond Karlson 
Chris Keenan 
Kevin Keenan 
Frederick Keith 
Chad Kellgren 
Cyril Kelly 

Trevor Kennedy 
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Rodney Kerby 
James Kesegic 
Richard King 
Chris Kirwan 
Brent Kissick 
Alan Kitagawa 
Jim Klap 

Kent Klatchuk 
Lorraine Klatt 
John Klein 

Mark Klink 
Dalton Klippert 
Kathy Kloppenburg 
Michael Kluczny 
James Kluczny 
Yvonne Knibbs 
Gordon Knight 
John Knutson 
Ryan Koehn 
Sherry Koftinoff 
Keith Kohlman 
Iska Kolackovsky 
Roxanne Kosiorek 
Randal Kovitch 
Kristen Kuvaja 
Kenneth Kvikstad 
Daisy Kwan 
Anthony Laczo 
Magni Lake 

Nhi Lam 

John Lambie 
John Lanaras 
Drew Lane 
Lonnie Langford 
Roger Lanovaz 
Norman Lapierre 
Reuben Larsen 
Lars Larsen 
Wade Larson 
Donald Larson 
Josh Lau 


Zoe Lavallie- 
Andersen 
Gregory Lavergne 
Bill Lavergne 
Lucas Law 
William Lawson 
Tim Layton 
Tom Layton 
Stephen Leblanc 
Gary Leblanc 
Kevin Ledinski 
William Lee 
Wendy Lee 
Glen Lee 
Terrance Lesmeister 
Robert Letourneau 
Dale Litke 
John Littke 
Mark Loberg 
Kevin Loehndort 
Vincent Long 
Dennis Lonnberg 
Bradley Lonsdale 
Derek Loomer 
Kenneth Lucas 
Carol Lupyczuk 
Thanh Luu 
Brandi Lynch 
Barry Lyons 
Minh Ma 
Robert Maciborski 
Dennis Maciborsky 
Robert Macinnis 
Andrew Macisaac 
Jesse Mackinnon 
Laurel Macphail 
Matt Macquarrie 
Rebecca Magiera 
Wayne Magwood 
Ronald Mancini 
Linda Mann 


Anthony Marchand 
Janet Marcotte 
Kristian Marshall 
Mary Marsters 
Alan Martens 
Derek Martin 
Imelda Martin 
Gale Martin 
Ryan Marx 
Brent Mastre 
Ronald Matchett 
David Mcbride 
Stanley Mcburney 
Shawn Mcconaghie 
Steven Mcdonald 
Ronald Mcdonald 
Justin Mcdonald 
Daniel Mceachern 
Wayne Mceachern 
Brendan Mcgowan 
Laura Mcgrath 
Shauna Mcintosh 
Lori Mckenna 
Randolph Mckenzie 
Darlene Mclaughlin 
Marcia Mclean 
Clarke Mclean 
Peter Mclelland 
Kenneth Mcneil 
Marc Mcneil 
Erin Mcnichol 
Rick Mcqueen 
Karen Meakin 
Rodney Melin 
David Meston 
Tara Methuen 
Jason Mevel 
David Michaelis 
Matthew 
Middlemiss 
David Middleton 


Alvin Miller 
Randy Miller 
Gregory Miller 
Mark Miller 
Mandy Miller 
Bruce Mills 
Douglas Minchin 
Robert Mischuk 
Katherine Mitsch 
Terry Mizen 
Simona Moangher 
Glen Mock 
Michael Mohninger 
Alan Montgomery 
Noel Moore 
William Morgan 
Sheryl Moroziuk 
David Morrison 
Kevin Morrissette 
Jamie Mosicki 
James Murphy 
Kevin Murphy 
Lyndon Muth 
Daniel Narkaus 
Clancey Neill 
Larry Nelson 
Randy Nelson 
Greg Nesom 
Brian Neumeier 
Ross Neville 
Amy Newman 
Danny Nicolls 
James Nishida 
Lana Nixon 
Earl Nixon 
Penny Norem 
Shane Norgaard 
Sean Norgard 
Russell Norrish 
Bruce O'Brien 
Carolyn O'Connell 
Michael O'Connell 
Terry O'How 
Eric Obreiter 
Darrell Osinchuk 
Scott Osterhold 
Mark Otis 
Kwame Owusu- 
Boahene 
Rodney Pacholek 
Pamela Pakish 
Shaina Paluck 
Andrea Panakova 
Gina Pangia 
Neal Pangman 
Annick Paquet 
William Park 
Randall Pasemko 
Lorrie Peers 
Angie Pelensky 
Trent Pelley 
Lana Penman 
Duane Penson 
Paula Perry 
Corey Perry 
Agostino Pezzente 
Michael Picard 
Cory Picklyk 


Grant Pickrell 
Bob Pilz 
Loren Pinchin 
Gary Podesta 
Susan Ponto 
Trevor Popkes 
Sharon Potter 
Michael Powell 
Robert Pratt 
Daniel Price 
William Prichuk 
Robert Prieston 
Kevin Proctor 
Apar Purohit 
Randolph Pysar 
Donald Rae 
Vijay Rai 
David Raja 
Michael Rankin 
Ryan Rawlyk 
Brian Reed 
Jay Reeser 
Brian Reis 
Phillip Reist 
Harlan Reiter 
Paul Remillard 
Lynne Renschler 
Glen Richardson 
Derek Riewe 
Russell Rogers 
Dean Rogers 
Gary Ross 
Leonida Rossetto 
Murray Roth 
James Rowan 
Allain Roy 
Paul Roy 
Garnet Roysum 
Jamie Ruptash 
Wayne Ruptash 
Kathy Rurak 
Herbert Sadek 
Michelle 
Sadowinski 
Deepak Saini 
Neil Saldanha 
Randy Sather 
Brett Sautner 
Robert Sawyer 
Anthony Sawyer 
Craig Sawyer 
Kenneth Sayers 
Pierre Schaub 
Doran Schmidt 
Robert Schmidt 
Maureen Schrader 
Darwin Schreiber 
Gail Schwartz 


Roland Schwengler 


Raymond Scott 
Edwina Seath 
John Seffern 
Carl Shantz 
Sanjay Sharma 


Elmer Sheflo 
Raymond Shepert 
Diana Sheprak 
Stephen Sherwick 
Shane Shier 
Daniel Sifert 
Dean Sikorski 
Shane Silverberg 
Craig Simmers 
Richard Simmons 
Michael Simpson 
Les Sinclair 
Cindy Siska 
Lawrence Skarra 
Eric Skelhorne 
Daniel Skitch 
Gary Smart 

Lyle Smith 
Kenneth Smith 
Richard Smith 
Danielle Smith 
Ellen Smith 

Kirk Sortland 
Eleanor Spurell 
William Stafford 
Paul Steinke 
Bradley Steinke 
Miles Stern 

Mark Stevens 
Tim Stevenson 
Ben Stoodley 
Andrea Strecker 
Dennis Stuart 
Joy Stuckle 
Roger Sullivan 
Timothy Sullivan 
Mike Sutherland 
Garett Swap 
Stan Sware 
Yvonne Switzer 
Darrel Szabo 
Michael Szwec 
Todd Takeyasu 
Femi Talabi 

Dan Tall 

Richard Tanaka 


William Tang Kong 


Kristian Tange 
Dennis Taylor 
Sarah Taylor 
Travis Terpstra 
Cherie 
Thannhauser 
Michelle Thoen 
Carol Thompson 
Brett Thompson 
Dave Thomson 
Robbie Thomson 
Anne Thomson 
Peter Thornton 
Kevin Titanich 
Craig Tkach 
Gary Tkacik 
Kimberley Toews 


Tanya Tomlinson 
Douglas Townsend 
Jack Trask 

Daniela Trastanetz 


June Trawick 
Norman Trelford 
Jennifer Trzok 
Terrance Tuffs 
Travis Turzanski 
Bryan Tutty 
Bruce Tweedle 


Samantha Tweedle 


Bassey Udoh 
Erwin Unger 
Abraham Unruh 


Richard Vaughan 
Patrick Vaughan 
Gregory Veer 
Eric Vert 

Harley Vig 

Aldo Villani 
Janey Villiers 
Steven Vincent 
Grant Vogel 
Jaymie Vowk 
Brian Waddell 
Wes Wakefield 
Donna Ward 
Dwayne Ward 
Barry Warnick 


Stephen Ursulescu Ryan Wasik 
Carl Vallieres Wayne Wasmann 
John Van Brian Webb 
Nieuwkerk Loy Webb 
Blake Vanberg Robert Welch 
In Memory 


Lyle White 

Terry Whittleton 
Gordon Wichert 
Daniel Williams 
Brian Wilson 
Joshua Wilson 
James Wilson 
Kari Wilson | 
Dawne Wilson 
Garrett Wilson 
Daniel Wirstiuk 
Joseph Woitas 
Helen Wong 
Cortney Wood 
Randy Woods 
Terry Worthing 
Michelle Wortley 
Emily Wu 

Peter Wuntke 
Christopher Wurz 


In the past year, we were deeply saddened by the loss of Ross Hartley. 


Our thoughts and prayers go out to his family and friends. 
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Tracy Wytrykush 

Eileen Xu 

Cameron Yamada 

Geng Yan 

Qing Yun Yang 

Jeffrey Yarnold 

David Yedon 

Lisa Yee 

Jeremy Yee 

Katherine Yesensky 

Wunbing Selina 
Yeung 

James Young 

Corey Zadko 

Elona Zaslavsky 

Hui Zhang 

Laura Zhivov 

Perry Zich 

Travis Zubot 

Sean Zunti 
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N. Murray Edwards 
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William E. Andrew 
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Senior Vice President, Production 
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Notes to Reader 

1) This document contains forward- 
looking statements (forecasts) under 
applicable securities laws. Forward- 
looking statements are necessarily based 
upon assumptions and judgements with 
respect to the future including, but not 
limited to, the outlook for commodity 
markets and capital markets, the 
performance of producing wells and 
reservoirs, and the regulatory and legal 
environment. Many of these factors can 
be difficult to predict. As a result, the 
forward-looking statements are subject to 
known or unknown risks and uncertainties 
that could cause actual results to differ 
materially from those anticipated or 
implied in the — forward-looking 


statements. 


2) All dollar amounts outlined in this 
document are expressed in Canadian 


dollars unless noted otherwise. 


3) Where applicable, natural gas has 
been converted to barrels of oil 
equivalent (boe) using a conversion rate 
of 6 mcf of natural gas equals 1 boe. 
However, this could be misleading if used 
in isolation. A boe conversion of-6:1 is 
based on an energy equivalency 
conversion method primarily applicable 
at the burner tip and does not represent a 


value equivalency at the wellhead. 
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